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YOUR COMPANY’S MOST VALUABLE ASSET 


NEVER APPEARS ON 


Sete 


PEOPLE ... 
asset . 


in the development of management ‘know-how’ 
today, the problem of executive recruitment 
is high on the agendas of most progressive 
companies. 

Top management is ever seeking to maintain 
and increase its establishment of efficient 
executives. There is a continual searching 
within the ranks of every organization for 
promising employees. 


Proved Plan Offers Solution 
Farsighted companies now find a new approach 
to this problem by ‘growing their own’ 


YOUR BALANCE SHEET 


are a company’s most valuable 


. particularly managerial people. 


executives through a successful, proved plan 
which supplements their internal training pro- 
grammes for promising employees. 


This plan of training—the Business Administra- 
tion Course and Service of the Alexander 
Hamilton and Hemingway Robertson Institutes 
has over 50 years of world-wide acceptance by 
some 460,000 executives. The training covers 
the whole structure of business . . . Production, 
Distribution, Finance and Administration. It is 
a planned programme designed for the busy 
executive — and all at supervisory levels 


We extend a cordial invitation to executives—and those of executive potential—to write for our 
informative brochure “Business Administration” or call at our nearest office in any capital city. 


Hemingway Robertson Institute 


. . Professional Tutors 


Consulting Accountants . 


Since 1897, an institution to promote personal advancement in business through education. 


122 BANK HOUSE - - BANK PLACE - - MELBOURNE 
122 BARRACK HOUSE . 16 BARRACK STREET - SYDNEY 


Offices all Capital Cities, Geelong, Newcastle and Launceston. 
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EDITORIAL 


Capital Expenditure Decisions 


NE problem which, more than any 

other, is likely to engage the 
attention of accountants over the next 
few years is that of capital expenditure 
evaluation. Few will deny its import- 
ace. The prevalence of “hunch” 
decisions On capital expenditure pro- 
posals in an age of scientific management 
is an indication of a need for further 
thought and study on the problem of 
hw to make such decisions more 
rationally and less subjectively. 


A timely contribution to the available 

literature on this important subject is 
provided by the Statement on Accounting 
Practice (No. 5) which is included in 
this issue as a supplement. The state- 
ment, entitled “The Economics of Capital 
Expenditure”, was prepared by K. A. 
Middleton, former research officer of 
the Society. 


In recent months the growing interest 
in the problems of capital expenditure 
valuation has been reflected in the 
everal articles on the subject which have 
appeared in The Australian Accountant. 
Readers have become aware through 
hese articles of such techniques as the 
liscounted cash flow. The supplement 
‘closed with this issue surveys this and 
wher methods in much greater detail. 
The author explains the theory under- 
ying the discounted cash flow method of 
“pital expenditure evaluation and, in so 
bing, demonstrates that some popular 
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approaches to the problem have no 
sound theoretical bases. Applications of 
the recommended methods are also 
illustrated in relation to a number of 
typical problems. 


Other matters specifically dealt with 
in the statement include expansion pro- 
posals, replacement of existing assets, 
and the topical question, whether to lease 
or buy the facilities required. 


Of particular value to many readers 
who have become interested in the 
application of the discounted cash flow 
method is the inclusion of interest tables 
in the statement. One of the handicaps 
to the wider use of this method has been 
the lack of adequate tables, few being 
available beyond 10 per cent. The 
tables, specially prepared for the Society, 
will meet this need. 


In a_ challenging conclusion, Mr. 
Middleton stresses that the accountant, 
if he is to fulfil his rightful obligations 
to assist management in making wise 
capital expenditure decisions, must 
acquire the appropriate knowledge and 
skill. A greater knowledge of economics, 
particularly the discipline of economic 
analysis, is suggested as a desirable 
attribute. A more intensive training in 
mathematics is also recommended. 
Perhaps, for some of us, this warning 
comes too late, but it is a challenge which 
must be heeded by all who are concerned 
with the education of future accountants. 





The Economic Outlook 


AVING been asked to speak to this 

particular meeting*, I feel somewhat 
in the role of a sacrifice to Mr. Harold 
Holt and his Budget. But, when I 
received the invitation to speak here, I 
did suggest that rather than take the 
subject of the Budget itself — before 
anyone really had time to consider its 
full implications ——I would try the 
simple expedient of widening the subject, 
speaking on the economic outlook, with 
incidental references to the role of the 
Budget in it. 


I feel that it is most important for 
all to realize that, in this day and age, 
the Budget and fiscal policy, as Mr. Holt 
himself said, is only one of the instru- 
ments of general economic policy that is 
being pursued by the Government. We 
have to look upon the Budget as some- 
thing that is part of a general pro- 
gramme. 


Firstly, I would like to review briefly 
some of the main facets of the state of 
economic activity in the immediate past. 
We would all agree that the last financial 
year has been a year of considerable 
economic excitement. Plenty of things 
have been happening, and the way in 
which they have been happening suggests 
that the year to come is likely to be 
rather perilous in some ways. We have 
reached a stage where we are playing 
a game of economic “brinkmanship” with 
the possibility of either sliding over the 
edge of inflation or of going a little bit 
too far towards deflation. 


When one considers some of the 
things that have been happening over 
the past twelve months, one sometimes 





* A luncheon address delivered to members 
of the’ N.S.W. Division of the Society on 17 
August. 
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By R. F. HOLDER, B.A., Dip. Com. 
Economist, Bank of New South Wales. 


gets a little frightened about the degree 
of optimism prevailing among a numbe; 
of our businessmen. 


During the year, we have seen a con- 
siderable fervour of speculation in 
various directions. A general increase 
in industrial production has occurred, 
the increases in many ways being higher 
than those experienced for several years. 
We have had also a small estimated 
increase in rural production and in rural 
incomes, as a result mainly of a larger 
wool clip and higher prices. 


In the financial sphere, we have experi- 
enced a series of mergers and take-overs 
which, generally speaking, are putting 
resources to what we hope will be more 
efficient use, but at the same time are 
bringing about certain structural and 
social changes which in some ways may 
not be fully desirable. In this direction, 
we must think of weighing-up the possi- 
bilities of the better use of resources 
against such factors as the easing out of 
a lot of small businesses and of the cor- 
responding effects on the degree and 
climate of competition. 


Then again, we are still passing 
through the phase of adjustment to the 
big increase in the wages bill following 
the margins increases of last December 
and their subsequent effects on the 
economy as a whole. This in itself on 
the one hand is adding to the burden of 
Australian costs, on the other hand it 
is stimulating the general demand for 
consumer goods. It has followed, partly 
from that, that retail and wholesale 
trading has enjoyed an extremely good 
year. Retail sales have risen 8% over 
the past twelve months and have kept 
pace with the sort of figure that appears 
in the National Income White Paper 
which shows that the gross national 
product for 1959/60 rose by 8.4%. 
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This increase, after allowing for changes 
in the price level and for the increase 
in population, indicates some small im- 
provement in the real standard of living 
per head. 


These factors, of course, are all on the 
favourable side. Employment, too, has 
shown a great deal of buoyancy, another 
favourable factor which justifies what 
has been said in many other sources of 
information about the current level of 
the Australian boom. 


We must also consider the other, less 
favourable, side of the coin, but first of 
all let us think of the main factors which 
have fed the boom. They are broadly 
two, and these become relevant when 
we consider the Budget. Firstly, there 
was the substantial increase in exports 
in 1959/60, amounting to about £130m. 
I will come back to the whole problem of 
the balance of payments a little later. 


The second factor is the substantial 
increase in the investment component of 
the gross national product. 


Gross private investment on fixed 
capital, according to the White Paper, 
increased during the year by 14%, and 
was made up by increases in most of 
its main components. Home building, 
for instance, rose some 11%, other 
building and construction by 19%. 
Investment in motor vehicles rose by 
26%. This steep rise in private invest- 
ment was undoubtedly the greatest single 
factor in stimulating the boom of the 
last twelve months. 


The Government in February realised 
that the spread of wage increases follow- 
ing the margins decision was stimulating 
a degree of inflation to the extent that a 
brake had to be applied, and it then 
intimated four particular directions in 
which it would attempt to arrest the 
threat of inflation. 


_ Firstly, it referred to its own interven- 
tion in the basic wage case then being 
heard. Whether or not as a consequence 
of the strength of the Commonwealth 
Government’s arguments, the Arbitration 
Commission refused to sanction an 
increase in the basic wage on the grounds 
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that the economy needed time to absorb 
the rises flowing from the margins 
decision. 


The second step, one that appeared 
highly dramatic at the time, was the 
virtual removal of import licensing. I 
think too much significance was attached 
to this step as a matter of anti- 
inflationary policy. Import licensing, we 
must recall, was originally imposed 
purely as a temporary expedient to 
protect the balance of payments. In the 
twelve to eighteen months prior to 
February 1960, it had been progressively 
reduced, so that virtually the next stage 
had to be the removal of import licens- 
ing. There was perhaps something a 
little unexpected about the timing, but 
the Government took a justifiable risk 
in the interests of what it thought to be 
a desirable anti-inflationary policy. By 
paving the way for a greater volume of 
goods to be imported it hoped to provide 
Australian industry with a competitive 
stimulus which would help to keep down 
local costs. 


Thirdly, the Government at that stage 
announced that the Reserve Bank was 
taking steps to damp down the degree 
of bank credit available. Since then, 
although bank advances increased 
rapidly in the meantime, the credit 
position has become extremely tight and 
the Governor of the Reserve Bank made 
an announcement recently which made 
it very plain to all that no easy money 
was available from the banking system. 


The fourth point, the one that is most 
relevant to our story today, is that the 
Government then committed itself to 
pursue a policy for the forthcoming 
financial year of avoiding deficit finance. 
It actually went further in the Budget 
proposals. Not only is it avoiding deficit 
finance, but it is also aiming to provide 
an actual Budget surplus. 


If we make the assumption that Aus- 
tralia is in a boom which has its origins 
in demand as well as cost inflation 
through an over-stimulation of economic 
activity, the prescription of a Budget 
surplus which Mr. Holt gave us last night 


439 





is, in theory, a desirable one. It should 
have a dampening effect on the economy 
as a whole which, taken in conjunction 
with the expected deficit in the balance 
of payments this year, may prove a 
rather powerful deflationary influence. 


Here I would like to revert to the 
subject of the balance of payments. In 
1959/60 the net decrease in overseas 
reserves amounted to £4m.— neither 
here nor there when our reserves are 
over £500m. That deficit was brought 
about largely by the increase in imports 
during the year. Exports have actually 
increased, but looking at the progression 
during the year, imports increased at an 
accelerating rate after the various 
relaxations of import controls had been 
made and after the licensing had been 
more or less abandoned. 


Finally, within the balance of pay- 
ments our skin was virtually saved by 
the inflow of capital funds. If we have 
a look at the immediate future, the 
position is not nearly so rosy, and it is 
this position more than anything else 
that makes me a little frightened of the 
degree of optimism that prevails within 
the business community. 


It seems that we must expect the rate 
of imports to be well maintained for the 
rest of the year. I feel that they may 
reach a peak round about Christmas 
and thereafter subside a little. But we 
must recognize that what is happening 
today is that some traders are not 
convinced that the Government can 
avoid a re-imposition of import licensing 
and are therefore trying to beat the gun, 
either to be able to obtain a larger quota 
on the basis of present trade or else to 
have stocks available. It appeared to 
me last night that Mr. Holt went some 
distance in trying to discount the fear 
of further licensing. I do not see why 
licensing should be re-imposed. 


So the 


import position looks like 
resulting in a high bill for our imports 
next year; not necessarily a bad thing 
for the economy. At the same time we 
would not be justified in expecting the 
same buoyancy of exports in the current 
year as in 1959/60, and in view of the 
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greater uncertainty which prevails over- 
seas about the economic position in the 
United Kingdom and the United States 
for example, I doubt whether we cap 
really expect to be saved once more by 
a third year of rising capital inflow. 


The combined effect of these infiu- 
ences is that we are likely to have a 
deficit in the balance of payments of 
£100m. or more. Some people have 
estimated it to be as much as £150m. 
Let us think of what this means. A 
deficit of that nature means not only a 
drop in our international reserves—that 
is something we need to worry about as 
well for it represents our future ability 
to buy imports and service international 
obligations — but it also means a drop 
in our current incomes — in other words, 
a rather strong deflationary force at work 
in the economy. 


To that force, Mr. Holt is now adding 
a Budget surplus of £15m., which will 
also operate in the same _ direction. 
Therefore, it looks as if we could expect 
as a result of these two factors alone to 
see something like a drop of £120m. to 
£150m. in the supply of money or in 
incomes within the current financial 
year. By virtue of the size and rate of 
growth of national income such a sum 
is not particularly great in itself, but it 
could also have a multiplier effect as it 
works down through the various sectors 
of the economy. It does make one 
wonder whether this particular Budget— 
which everybody expected to be tough 
and is somewhat relieved to find is not 
so tough—is not just a little bit late for the 
purpose it is intended to serve — in other 
words to restrain the general tone of 
the buoyancy of the economy without 
reversing it. 


I would certainly agree with the 
Treasurer’s general intention of trying to 
reduce the present pressure on the 
economy, but it would seem that Mr. 
Holt has tried to take the easy way. 
His Budget gives the impression that he 
looked at the aggregate figures of the 
economy and the financial estimates, and 
that he decided all he had to do was to 
provide a Budget surplus somehow. In 
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other words to help reduce the volume 
of money, without thinking much about 
the most effective means of achieving 
this aim. What are the particular effects 
that he would like to see result from 
his budgetary action? For instance, did 
he wish to reduce investment? Did he 
wish to reduce consumption? Should 
he have tried to encourage particular 
sectors of the economy such as exports? 
—and so on. It would seem that no 
constructive action has been taken on 
these kinds of issues in the Budget. 


Its main lines are unexceptional. 
Pension increases were as good as inevit- 
able. The increases in government 
expenditure we can all criticize, but we 
must also recognize that a _ certain 
amount of increase was also inevitable in 
the sense that various past salary 
increases had to be written into depart- 
mental expenses, and that commitments 
have already been made to the States 
through the Loan Council. Here, inci- 
dentally, Loan Council activities today 
play as important a part in the economy 
as a whole as the Budget. We need to 
consider the Loan Council’s programmes 
as part of the Budget when we try to 
assess the Government’s freedom of 
action in fiscal policy. 


Within the Budget itself, Mr. Holt 
made a token of reducing government 
expenditure without going very far. Of 
course, he is subject to considerable 
pressures from the Government’s own 
departments, and, let us remember, from 
sections of the public and many business- 
men, who, if they find they are not getting 
eficient or sufficient service from some 
government department complain that 
something should be done to increase 
the service which usually means spend- 
ig more money. Let us remember too, 
that we cannot get on without many of 
the services that the Government is 
providing today. So let us give Mr. Holt 
the benefit of the doubt on the score of 
departmental expenditure. 


When it comes to his ways of meeting 


total increased expenditure, I think 
again he has taken the easy way out— 
the increase in company tax for instance, 
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and the removal of the 5% rebate. The 
elimination of the 5% rebate was 
perhaps a moral certainty and had been 
generally tipped. The fact that last year 
the concession was made in this way 
rather than by an alteration in tax rates 
simplified the Treasurer’s problem. A 
device of this nature can be switched on 
or off according to the state of the 
Budget. It is also a simple matter to 
adjust or raise the company tax by 6d. 
in the pound by a stroke of the pen, but 
I wonder just what the purpose of it was. 
I cannot find any real reason in an 
economic sense for raising the rate of 
company tax. At the moment it seems 
to conflict with what I consider to be 
one of the difficulties which the Budget 
should have faced and did not face. The 
fact that it is more likely to stimulate to 
a further degree the raising of fixed 
interest capital will tend to defeat the 
Government’s own objective when it 
comes to its own loan raising problem. 
I do not see that the increase in com- 
pany tax is economically relevant to the 
sort of problem that the Federal 
Treasurer is supposed to be facing 
today. 


The weaknesses of the Budget lie not 
so much in what was done, which seems 
unimaginative and trivial enough, but in 
what has not been done. For instance, 
there was practically no reference at all 
in the Budget speech, and certainly 
nothing in the proposals, regarding 
serious immediate problems such as the 
rate of investment. We still do not 
know whether the Government regards 
an increase in the rate of private invest- 
ment of 14% in the last year as being 
desirable, capable of being maintained, 
or what? We have no clue as to how 
they feel about it, except that the 
intention is to damp down the boom in 
general a little. At the same time, Mr. 
Holt did very little to restrain consump- 
tion. The consumption end of the 
national income is one which perhaps 
is politically a little dangerous to tackle, 
but it would have seemed to me, for 
example, that, in so far as demand is 
so high, the Treasurer might have been 
prepared to try to curb it by a rather 
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more imaginative use of sales tax than 
raising the tax on electric razors. 


Those are the sort of things that 
perhaps could have been done, and in 
particular they could have been linked 
with the problem of the rising rate of 
imports. It would seem today by the 
nature of some of the imports flowing 
in, that a large amount of what we call 
conspicuous consumption is occurring on 
the basis of imported luxuries. One 
must admit that the consumer should 
always have free choice, but does that 
necessarily mean that it is wrong to make 
him pay for it? I think therefore that 
something could have been done in the 
form of discriminatory sales tax, with 
the idea, not only of reducing demand 
for high priced consumption goods, but 
also for providing a brake on imports, 
because we will have to think seriously 
about the balance of payments before 
long, if the present rate of importing 
continues. 


The biggest weakness of all in the 
Budget was the kind of fatalism with 
which the Federal Treasurer regarded 
his loan raising programme for the 
coming twelve months. He - said, 
virtually, that we cannot expect as much 
as we raised last year. We look like 
falling short by about £40m. in the 
public loans programme. 


It is perhaps a coincidence that the 
expected yield of increased taxes amounts 
to nearly £40m., but we will let that 
pass. The real issue is that the loan 
programme looks like falling short of 
requirements, and the Treasurer would 
have been expected to have said some- 
thing more about it. It rather looks as 
if he expects to use taxation to meet any 
of the shortages in loan raisings. But 
why are government loans not as popular 
as they might be? Presumably he and 
his officials have asked the question. 
But surely it should be the role of the 
Federal Treasurer in his Budget speech 
at least to refer to a problem of this 
nature. There are many things open for 
him to do to popularise government 
loans. Quite a few suggestions have been 
put forward, and several people are 
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engaged in examining them, but the 
Treasurer gave no hint that any con- 
sideration was being given to this pro- 
blem. Surely, on the wider and longer 
term aspects of fiscal policy, it is 
essential to bring government loans back 
into the competitive market. 


That brings me on to another aspect 
of the capital market; nothing has been 
done to put an end to the speculative 
activity of some sections. If the 
Treasurer himself were prepared to meet 
the market in some way, then there 
would be some kind of sanction against 
the more speculative elements of it. In 
other words, the Government cannot 
expect to popularise government loans 
unless it is willing to raise the return to 
something more in line with existing 
market conditions. Perhaps that action 
could also be combined with some sort 
of step to choke off marginal speculative 
activity in the investment field. In other 
words, it is time the Government was 
prepared to face up to the fact that 
perhaps an increase in interest rates 
generally might serve some _ particular 
purpose in the economy today. Flexible 
interest rates have played a part, at times 
a significant part, in the economies of 
the United Kingdom, Western Germany, 
the United States and other countries 
which have shown rather greater success 
in meeting some of their inflationary 
problems than we have. Why is our 
Government so reluctant to try to do 
something of this nature? 


I feel that a lead from the Govern- 
ment within the structure of interest rates 
would combine the three elements of 
financial policy which seem today to be 
running out of phase and pulling against 
each other, the three elements being the 
capital market as a whole, the banking 
system as one section of it, and the 
Budget as another section of it. Not 
until we get some greater degree of 
realism towards the capital market as a 
whole are we likely to be able 
reconcile the problems of loan raising on 
the one hand and taxation on the other. 
I feel that we would all like to see 4 
better relationship between the two. 
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The Investor and the N.S.W. 
Companies Act Amendments’ 


HE Companies (Amendment) Act 

1960 became law on 1 June, 1960 
and provides for certain amendments to 
the Companies Act 1936, such amend- 
ments primarily affecting public com- 
panies obtaining money from the public 
by means other than share allotments. 
The amending provisions are intended to 
protect persons who “advance”, “lend”, 
“deposit” or otherwise make monies 
available to a company and by doing so 
acquire certain rights title or interests 
against the particular company. This 
protection is effected by — 


|. requiring the issue of a prospectus 
with all application forms; 


2. requiring the appointment of trustees 
to safeguard the interests of persons 
advancing money under a prospectus 
and giving the said trustees certain 
rights against the company; 


. giving the persons who advance 
monies etc. consequential _ relief 
against the company and its officers. 


_ The amendments commence by replac- 
ing the definition of a “prospectus” in 
Section 6 of the Act by a new definition, 
viz.: 


“Prospectus” means any prospectus 
notice circular advertisement or 
other invitation inviting applications 
or offers from the public to sub- 
scribe for or purchase or offering to 
the public for subscription or 
purchase any shares in or deben- 
tures of or any units of shares in or 
units of debentures of a company 
or foreign company or proposed 
company or proposed foreign com- 
pany. 





*A lecture to members of the Australian 
itty of Accountants and The Australasian 
‘istitute of Cost Accountants in Sydney on 
0 August. 
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By R. N. PURVIS, 4.a.s.a. 


Commencing with this alteration of 
the meaning of a prospectus, the amend- 
ments continue and cover, and in effect 
create certain new concepts of company 
law. 


It is the intention of this article to 
cover each of these “new concepts”, 
detailing the contents of each and 
attempting to relate such contents to the 
Act as it was prior to the said amend- 
ments. 


1. To require debentures to be issued in 
respect of every unsecured deposit or 
loan made to a company and to 
prohibit companies from accepting 
deposits and loans of money other- 
wise than pursuant to an application 
with which was issued a prospectus. 


A new section, Section 137A is 
inserted in the Act providing that “no 
invitation to the public to deposit money 
with or to lend money to any company 
shall be made unless a debenture is 
intended to be”, and is in fact, issued. 
A prospectus complying with the require- 
ments contained in the present Section 
137 must accompany all applications 
issued to persons and the company can 
only accept a deposit or loan of money 
if such deposit or loan is accompanied 
by the form of application above referred 
to, duly signed. This brings “notes” and 
“deposits” and other forms of non-share 
finance within the stringent provisions 
relating to debentures. The prevailing 
practice of placing in the press advertise- 
ments for money is restricted. The effect 
of the section is to prohibit any invitation 
to the public to deposit money with or to 
lend money to the company unless a 
debenture is intended to be and is issued, 
the latter requiring a prospectus. The 
section exempts banking companies. 
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Where the deposit or loan of money 
“is not to be secured by a charge over 
all or any of the company’s assets”, 
then the invitation shall refer to the 
document acknowledging the deposit or 
loan as an “unsecured note” or an 
“unsecured deposit note”. Such docu- 
ment is not to be called a debenture. 
Where a document is issued by a 
company, acknowledging expressly or 
impliedly an indebtedness of the com- 
pany in respect of money borrowed by 
it, then where such borrowing is “not 
secured by a charge over all or any of 
the company’s assets” the document is 
to be described as an “unsecured note” 
or an “unsecured deposit note”. 


2. To deem _ certain advertisements 
offering shares or debentures for 
subscription or inviting the public to 
deposit or lend money to a company 
to be prospectuses. 


The former Section 138 is omitted and 
a new section inserted in lieu thereof. 
The new section, in subsection (1) 
thereof, reads: 


“138 (1) Every advertisement — 


a. Offering, or calling attention to an 
offer or intended offer of, shares in 
or debentures of a company to the 
public for subscription or purchase, 
or 


writing or calling attention to an 
invitation or intended invitation to 
deposit money with or lend money 
to a company, 


shall whether the company is incorporated 
in the State or elsewhere be deemed to 
be a prospectus issued by the person 
responsible for publishing or disseminat- 
ing the advertisement (and all enact- 
ments and rules of law as to the contents 
of prospectuses and as to liability in 
respect of statements in and omissions 
from prospectuses or otherwise relating 
to prospectuses shall apply and have 
effect accordingly) unless it contains no 
more information than the following: 


i. the number and description of the 
shares or debentures concerned or, 
as the case may be, particulars of 


the deposits with or loans to the 
company invited or intended to be 
invited by the company; 


. the name and date of registration of 
the company and its paid up share 
capital; 


iii. the general nature of the main 
business or proposed main business 
of the company; 


iv. the names of the directors or pro- 
posed directors and of the brokers 
or underwriters to the issue; 


. the place at which copies of the 
full prospectus and forms of applica- 
tion for the shares or debentures 
may be obtained, 


and states that applications for shares or 
debentures will proceed only on one of 
the forms of application referred to and 
attached to a printed copy of the 
prospectus.” 


The above section applies to shares as 
well as debentures and interests (see later 
reference). It differs in certain material 
respects from the former section, in that 
it is no longer necessary to state the 
minimum subscription prerequisite to 
allotment; that it shall contain no more 
information than is set out in the section 
and that any “invitation or intended 
invitation to deposit money with or lend 
money to a company” must be accom- 
panied by a prospectus. Applications 
for shares can only be made on the 
printed form attached to the prospectus. 


Unless the advertisement contains no 
more information than is set out above, 
such advertisement shall be a prospectus 
and render the promoter, directors, 
signatories etc. liable to such penalties 
as are set out in the Act for nom 
compliance with the provisions of Section 
137. 


It will further be noted that no state 
ment that the advertisement is not 4 
prospectus or presumably “that the 
requirements of the section have not 
been complied with” shall prevent the 
operation of the section. 
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when a paper is matured 


Did you know that a good writing paper improves with maturing? 
Its strength, its texture, its general quality, are all improved to 
just such a degree that it becomes a little better than other papers. 
Such a paper is “Burnie” Broad Laid —a true, high-density 
sheet of outstanding opacity and full maturity —a fine paper 


for business houses and professional needs. 


ASSOCIATED PULP & PAPER MILLS LIMITED 


Offices at Melbourne, Sydney, Brisbane, Adelaide. Mills at Burnie, Tasmania 
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CAREERS tw 


elecTRONICS 


In connection with far-reaching 
N.C.R. and National-Elliott 
developments in the Computer field, 
N.C.R. Electronics has vacancies 
for 


e System Analysts 
e Senior Programmers 
e Junior Programmers 


to oceupy responsible, well-paid 
positions with ample opportunities 
for advancement. 


Senior applicants should have 
system organisation experience 
with Electronic or Mechanical 
Computing or Data Processing 
equipment. 

Computer programming experience 
will be a decided advantage. 

For all applicants mathematical 
qualification or, at least, natural 
mathematical and logical aptitude, 
will be desirable. 

Applications (your envelope 
marked STRICTLY CONFIDENTIAL) 
should be addressed to: 

The Manager, Electronics Division, 
THE NATIONAL CASH REGISTER CO. PTY. LTD. 
14 York Street, Sydney 
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The provisions contained in the section 
apply to all means of advertising, 


including newspaper, radio and television. 


Following the above, a company is 
now forbidden to publish the net tangible 
asset backing in any advertisement. The 
Stock Exchange, however, requires this 
information in the full prospectus. 


3. To require every company issuing 
debentures to make provision for the 
appointment of trustees for the 
debenture holders and to enlarge the 
rights of debenture holders. 


The amending Act provides for a new 
Section 172A. Sub-section (1) of 
Section 172A makes reference to the 
provision for the appointment (by every 
company including foreign companies) 
of not less than two persons as trustees 
for the holders of debentures to be issued 
to the public for subscription. The pro- 
vision is to be made in the debentures 
or in a trust deed for debenture holders, 
and such debentures or deeds are to 
contain covenants by the company which 
are to be express or, if not express, then 
they are to be implied: — 


“(a) that the company will use its 
best endeavours to carry on and 
conduct its business in a proper 
and efficient manner; 


that, to the same extent as if 
the trustees for the holders of 
the debentures or any auditor 
appointed by the trustees were 
directors of the company, it 
will — 


(i) make available for their 
inspection the whole of the 
books of account of the 
company; and 


give to them such informa- 
tion as they require with 
respect to all matters 
relating to the books of ac- 
count of the company;.. .” 


The provisions of this sub-section will 
no doubt place the debenture holders in 
a more knowledgeable position than 
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shareholders as to the affairs of the com- 
pany. On the other hand, the value of 
the covenants by the company to the 
debenture holders would appear to be 
of little value if the assets of the com- 
pany were insufficient to satisfy creditors. 
There is, however, a certain psychological 
value attached to all such provisions. 


Sub-section (2) (c) of Section 172A 
makes provision for the company 
summoning a meeting of holders of 
debentures of any class on the requisition 
of the holders of not less than one-fifth 
in nominal value of the debentures of 
that class. The requisition or application 
is to be delivered to the registered office 
of the company and notice is to be given 
personally and by newspaper advertise- 
ment to holders of the class of deben- 
tures. The purpose of such a meeting 
is to consider the accounts and balance- 
sheet of the company and to give 
directions to the trustees “in relation to 
the exercise of their powers”. Holders 
of bearer debentures will only receive 
notification by newspaper. It would 
appear that the meeting, whilst summoned 
by the company and subject to the 
directions of the company, is under the 
chairmanship of the trustee or such other 
person as the debenture holders present 
at the meeting nominate. 


There is no indication in Section 
172A (2) (c) as to the form of the 
application to the company. It would 
be assumed that it would have to be in 
writing and signed by the requisite 
number of applicants. 


By Section 172A (3), the trustee is 
not to be a director shareholder solicitor 
or auditor of the company or of any 
company which has guaranteed the debt 
or interest or of any company beneficially 
holding shares in the company. The 
same position applies to directors etc. of 
holding and/or subsidiary companies. 


It will be noted that Section 172A (8) 
allows “a company or the Public Trustee” 
to be appointed as trustee for debenture 
holders but in view of Section 172A (3), 
it would be necessary for trustee com- 
panies holding shares in the company to 
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obtain the consent of the court prior to 
their appointment as a trustee for deben- 
ture etc. holders. 


Irrespective of a demand being made 
for information (Section 172A (1) (b) 
(ii) ) the company by Section 172A (4) 
must in writing furnish the trustee with 
details of all charges created by the com- 
pany:— 

(a) where the charge is determinate 
and requiring registration under 
the Companies Act 1936 (as 
amended), within twenty-one 
days; 


(b) where the charge is indeterminate 
and requiring registration etc. 
within seven days. 


Where such charges as in (a) and (b) 
are merged in a current bank account or 
increase creditors generally, then parti- 
culars of the net amounts outstanding in 
respect of the advances are to be 
furnished every three months, in lieu of 
the twenty-one days and seven days 
notice referred to above. 


(c) where any charge is created other 
than in the ordinary course of 
business, particulars must be 
supplied within twenty-one days 
of the creation of such charge. 


The court is empowered on the appli- 
cation of trustees to order a meeting of 
debenture holders of any class to be held 
to advise the trustees on any matter and 
give directions, both ancillary and conse- 
quential. The trustees are directed by 
the Act (Section 172A(6) ) to constantly 
observe the position of the company 
vis-a-vis the debenture holders and the 
sufficiency or otherwise of the net assets 
of the company to liquidate the liabilities 
to the holders of the debentures. 


Section 172A (7) provides for an 
application to the court by holders of 
irredeemable debentures or debentures 
redeemable only on the happening of a 
certain event or at an “uncertain” time 
and stipulates that if the court is satisfied 
as to a certain state of affairs (see 
below) the security may be enforceable 
immediately or at such time as the court 
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directs, notwithstanding the contents of 
the deed. Such directions may be given 
by the court on the application of the 
trustees or where there is not a trustee 
then on the individual application of a 
debenture holder, but in either case an 
order will only be made if:— 


(i) at the time of issue of the deben- 
tures the assets of the company 
constituting the security were 
sufficient to cover the principal 
debt and interest; 


at the time of the application, 
the security, if realised, would not 
bring more than 60% of the 
principal outstanding; 


the assets covered by the security 
valued on a going concern basis 
are worth less than the principal 
and the company is not earning 
sufficient to cover the interest or 
where no definite rate is payable, 
is not earning a_ reasonable 
interest. 


The above provisions relating to en- 
forcement are not, however, intended to 
affect any power to vary contained in 
the debenture and the company and its 
creditors may still come to compromises 
and arrangements amongst themselves. 


Difficulties will, no doubt, arise in the 
application of this sub-section (Section 
172A(7) ) where the immediate enforce- 
ment of a security severely endangers the 
interests of other creditors, especially 
where the creditors had entered into the 
compromise or arrangement in the 
expectation of “better days”. 


The court would, no doubt, take such 
arrangement into its notice, but it would 
appear that one class of creditors can 
obtain an immediate advantage to the 
detriment of others. This would especially 
appear to be the position in the case of 
irredeemable debentures. 


4. To provide that certain rights oF 
interests, not being shares or deben- 
tures or interests in life policies oF 
partnerships or prescribed rights or 
interests may be issued only by public 
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companies, and to require any com- 
pany issuing any such interest to 
issue at the same time a statement in 
writing which is deemed to be a 
prospectus. 


The New South Wales Companies Act 
1936 is further amended by inserting a 
Division 6A relating to “Other Interests”. 


By Section 173A, subject to the 
qualifications of context or subject matter, 
“Interest” is defined as — 


“.. any right to participate, or interest 
whether enforceable or not and whether 
actual prospective or contingent, 


a. in any profits assets or realisation 
of any financial or business under- 
taking or scheme whether in the 
State or elsewhere; 
in any common enterprise whether 
in the State or elsewhere in which 
the holder of the right or interest 
is led to expect profits rent or 
interest from the efforts of the 
promoter or a third party; or 

. in any investment contract — 
whether or not the right or interest 
is evidenced by a formal document 
or by an interest in any physical 
asset but does not include — 

i. any share in or debenture of 
a company or co-operative 
society registered under the Co- 
operation, Community Settle- 
ment and Credit Act, 1923, as 
amended by subsequent Acts; 

. any interest in or arising out 
of a policy of life assurance; 

iii. any interest in a partnership 
agreement; or 

iv. any prescribed 
interest.” 


Further to Section 173A(c), (above), 
Section 173A concludes by defining 
“Investment contract” as: 


right or 


“ 


. . any contract scheme or arrange- 
ment which in substance and irrespective 
of the form thereof involves the invest- 
ment of money in or under such circum- 
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stances that the investor acquires or may 
acquire an interest in or right in respect 
of property which under or in accord- 
ance with the terms of investment will or 
may at the option of the investor be used 
or employed in common with any other 
interest in or right in respect of property 
acquired in or under like circumstances.” 

Section 173B provides that only public 
companies shall issue or offer “interests” 
for subscription or purchase to the 
public. 

Section 173C requires the provisions 
of Division 1 of Part VIII of the Act to 
be applied to the issue or offer to the 
public for subscription or purchase of 
any interest. That is, a statement in 
writing must be issued which shall be 
deemed to be a prospectus. 


The position of “interests” is for the 
purpose of the section equated to that of 
shares, and it will be noted that the 
provisions of Division 1 of Part VIII are 
those as amended by the new Section 138 
(see earlier). There is one essential 
difference, however, in that in lieu of the 
matters required to be stated in a pros- 
pectus as per Schedule Eight of the Act, 
the matters and reports specified in the 
new Schedule Fourteen are to be set out. 
Schedule Fourteen lists the matters to be 
included, with emphasis on the appoint- 
ment of an approved trustee under a 
Trust Deed. 

Section 173 (c) (2) does, however, 
provide that where the “interest consists 
of anything other than rights or interests 
in marketable securities of companies 
other than those of the company issuing 
the statement”, then such matters and 
reports specified in the Eighth Schedule 
shall be included as are required by the 
Registrar General. The Registrar General 
is further given the power to enable such 
a company to omit such of the matters in 
Schedule Fourteen as he thinks fit. 


In relation to the matters and reports 
specified in Schedule Eight referred to 
above, the statement shall not be issued 
by the company until the Registrar 
General has informed the company by 
notice in writing of the matters and 
reports in Schedule Eight to be included 
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in the statement or in the alternative that 
he does not require the statement to 
contain any such matters or reports. 


5. In respect of the “interests” referred 
to above, it is required by Section 
173D that the person (i.e. the com- 
pany) issuing or offering such 
interests must prepare a deed, which 
deed and any amendment thereof has 
been approved by the Registrar 
General, providing for the appoint- 
ment of a trustee or representative of 
the interest holders and for certain 
other ancillary matters. 

The appointment of the trustee or 
representative is not to be made without 
the approval of the Minister, and such 
trustee or representative shall be remov- 
able only by the Minister except in the 
instances of death, resignation or by the 
decision of a majority of the holders of 
the interests to which the deed relates. 

Section 173E (5) requires the trustee 
or representative to keep proper books 
of account in relation to the interests 
covered by the deed and to furnish the 
interest holders by post with audited 
statements of such accounts annually. 

The Act does not specify the contents 
of the accounts and it would appear that 
they would, in fact, be a copy in reverse 
of the records maintained by the company 
as they relate to the interests. 

The abovementioned deed is to contain 
or is, by the Act, deemed to contain 
certain covenants by the company to the 
effect that the company will carry on and 
conduct its business in a proper and 
efficient manner and just as if the trustee 
or representative was a director of the 
company will make available to him or 
to an auditor appointed by him the whole 
of the books of the company and give 
him such oral or written information as 
he shall require. The reference here to 
“books”, unlike Section 172A(2)(b) (i). 
is to the whole of the books and would 
appear to include records other than 
books of account. Further, the informa- 
tion to be supplied not only relates to the 
undertaking, scheme or enterprise to 
which the deed relates but also to the 
undertaking, scheme or enterprise of the 
company generally. 
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The company is further deemed to 
covenant against exercising a right to 
vote in respect of shares held by the 
trustee or representative at any election 
for directors of a company whose shares 
are so held without the specific consent 
of the holders of such interests, such 
consent to be given at a duly constituted 
meeting. In the case of management 
companies, the new provision restricts its 
voting powers, in that before voting at 
an election for directors of a compan 
held in the portfolio of the trust, the 
Management company must first obtain 
the consent of a meeting of unit holders, 


One tenth of the holders of interests 
may “from time to time” by application 
delivered to the company at its registered 
Office (by Section 173F (1) (e) ) cause 
the company to give the required notice 
and summon a meeting of such holders 
to have laid before them the accounts 
and balance-sheet laid before the “last 
preceding ordinary general meeting of the 
company” or to lay before them the last 
audited statement of accounts of the 
trustee or representative. The meeting 
may also give the trustee or representa- 
tive directions. 


It will be noted that the meeting to 
consider the accounts is not obligatory 
but need only be held on the application 
of the requisite number of holders, 
namely one-tenth, the latter being in 
contrast to the one-fifth requirement 
re debenture holders’ in _ Section 
172A (2) (c). 


Whilst the company appoints the 
trustee etc. with the approval of the 
Minister, the obligation to keep books 
and prepare accounts is by Section 
173E (5) cast upon such trustee etc. 
and there is no obligation on the latter 
to deliver same to the company. Thus 
it is somewhat difficult to appreciate an 
application to a company by holders to 
call a meeting of holders for the purpos¢ 
of a company laying before the meeting 
the audited statement of accounts of the 
trustee. The holders will receive such 
statements in accord with Section 173E 
(5) and it would appear that the 
intention of holding the meeting under 
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Section 173F (1) (e) is to enable holders 
to question the trustee etc. as to the 
contents of the accounts. The trustee 
etc. is to be chairman of such meeting. 


It would appear that, generally, the 
effect of the abovementioned provision 
is to compel a standard of disclosure and 
control by holders comparable with that 
for investment companies generally, but 
that savings in administration costs will 
be allowed. 

Once at least in every calendar year 
and not more than sixty days after the 
first or only ordinary general meeting of 
the year, every company which has 
issued an “interest” must lodge a return 
with the Registrar General containing 
details of holders of interests, addresses, 
extent of holdings and where any interest 
is in real or personal property, a 
description of same and its location. The 
inherent difficulties which could arise out 
of the latter requirement will be apparent. 
The company is also required to file 
within the same time limit and at the 
same time a copy of the lists and state- 
ments required by Section 173G (1) (b) 
and Section 173G (2). 


Section 173G (1) (b) requires the 
company, on request, to supply a holder 
not less than seven days before the afore- 
mentioned meeting with a copy of its 
balance sheet, profit and loss account, 
directors’ report and a summary of all 
purchases and sales of marketable 
securities by the company affecting such 
holders during the relevant period. 


With reference to the requirement as 
to marketable securities, it would appear 
that all such dealings would “affect” 
holders either directly or indirectly and 
would have to be furnished in summary 
form. The section further requires the 
company to furnish a holder, on request, 
with details of brokerage paid or charged 
and “affecting” such holder, together 
with certain details relating thereto and 
with a list of all investments of the com- 
pany affecting such holders as at the 
tlevant date, showing names and 
quantities. The word “investment” is 
not defined. 
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In addition to the above lists and 
statements to be supplied on request to 
a holder, Section 173G (2) _ requires 
that, in addition to such balance sheet 
etc. supplied to a holder, the latter must 
also receive (but the Act omits to state 
from whom) a list of all marketable 
securities held by the trustee etc. as 
appointed under Section 173D, showing 
quantities and basis of valuation; a list 
of purchases and sales of marketable 
securities made by the trustee etc. or 
by the company on the latter’s behalf 
during the relevant period; a list of all 
investments made by the trustee etc. or 
by the company on behalf of the trustee 
etc. showing names and quantities and, 
in addition, such statements and parti- 
culars as may be prescribed. 

The Act further provides that the 
above lists and statements (Section 
173G (2) ) are to be signed by the 
persons signing the balance sheet, even 
though it is possible that they would not 
be in a position to be aware of such 
transactions and may not have had any 
control over them. 

Section 173G exempts companies 
having a registered office within three 
miles of the office of the Registrar General 
from lodging a return of holders in 
certain circumstances. 

Certain consequential amendments 
arising from the above are also included 
in the amending Act, as is a provision 
that “an offer in writing” in Section 
343 (2) of the Principal Act shall be 
amended to include an offer by way of 
broadcasting, television or cinematograph 
and where an offer is so made, then the 
statement accompanying it as per the 
section shall be made by the same means 
as the offer. 


Finally, it may be noted that for the 
better protection of the holders of 
interests, Section 116 of the Act is 
amended to follow the appointment of 
inspectors to investigate the affairs of 
a company where the Governor is 
satisfied that such is necessary. Conse- 
quential and ancillary amendments are 
made to Division 7 of Part VII of the 
Act. 
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Tax and Pension Changes 
in the Budget 


By D. C. WILKINS, B.coM., A.a.s.a. 


The Commonwealth Budget for the financial year 1960/61, an- 
nounced recently, provided few proposals for amendments to income 
tax, sales tax and social services legislation. 


INCOME TAX 


Companies 

The rates of primary company tax for 
the income year ended 30 June, 1960 
(or substituted accounting period) are to 
be increased by 6d. in the £. The new 
rates are: 

Private Companies: 5/- in the £ on 
the first £5,000 of taxable income; 
7/- in the £ on the excess over 
£5,000. 

Non-private Companies: 7/- in the £ 
on the first £5,000 of taxable in- 
come; 8/- in the £ on the excess 
over £5,000. 


The rate of tax charged on the un- 
distributed profits of private companies 
remains at 10/- in the £, and the re- 
tention allowances are unchanged. 


The special tax rates applicable to 
mutual assurance companies, co-opera- 
tive companies, etc., will also be in- 
creased by 6d. in the £. 


Individuals 

The rebate of 5% in individual tax 
rates which applied to incomes derived 
during the year ended 30 June, 1960, 
will be discontinued for the year ended 
30 June, 1961. 


The individual tax rates for 1960/61 
will revert therefore to the level which 
applied in 1958/59. 


Depreciation 

Section 57AA of the Income Tax As- 
sessment Act provides for a special de- 
preciation rate of 20% on plant and 
structural improvements used in the 
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business of primary production and pearl 
fishing. Expenditure on accommodation 
for employees, share farmers or tenants, 
was subject to the 20% allowance, up to 
an amount of £2,750 for each employee 
concerned, for the year ended 30 June, 
1960. The amount on which 20% de- 
preciation will be allowed is to be in- 
creased to £3,250 for buildings com- 
pleted or expenditure incurred during 
the year ended 30 June, 1961. Expendi- 
ture in excess of £3,250 on accommo- 
dation for each employee (including his 
family) will be subject to depreciation 
at the normal rates. 


Subscriptions to Associations 


The tax deduction allowable under 
Section 73 for subscriptions to trade, 
business or professional associations, is 
at present subject to a maximum of 
£10/10/-, except in specified circum- 
stances where a higher amount is al- 
lowed. It is proposed that this maximum 
should be increased to £21. This will 
apply to assessments for the year ended 
30 June, 1961, and subsequent years. 
Gifts 

Gifts of £1 and upwards to the follow- 
ing organisations will be allowable de- 
ductions, commencing with the year 
ended 30 June, 1961: 

The National Trust of Tasmania. 

The National Gallery Society of New South 

Wales. 
The Australian Productivity Council. 
Gifts made exclusively for purposes of 
medical research or education to— | 
College of Radiologists of Australasia. 
Australian Council of the College of 
General Practitioners. Wile 
Australian Post-graduate Federation 


Medicine. , 
College of Pathologists of Australia. 
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AGED PERSONS 


Adjustments are to be made in the 
minimum taxable incomes of males over 
65 years of age and females over 60 
years of age, to reflect the increase in 
pensions provided in the Budget. 


For the year ended 30 June, 1961, no 
tax will be payable by a male 65 years 
of age and over or a female of 60 years 
or over whose income is less than £442, 
nor by a married couple who both ful- 
fl the age qualification, if their com- 
bined income does not exceed £884. 
Marginal relief is also provided where 
the incomes of aged persons are little 
more than the amounts specified above. 


MINING 


Section 23A of the Act provides for 
the exemption of 20% of the profits from 
mining certain prescribed metals and 
minerals in Australia or the Territory of 
Papua and New Guinea. This partial 
exemption applied only up to the 1959 - 
1960 income year. It is now proposed 
to extend the 20% exemption to the 
income year 1960-1961 and subsequent 
years. 


SALES TAX 


The amendments to the Sales Tax 
Exemptions and _ Classifications Act 
made subsequent to the announcement 
| the Budget were not of far-reaching 
effect. 


Cars used for transport to and from 
work by persons who have lost the use 
of a leg to the extent that they are un- 
able to use public transport are exempt 
from tax. 


Other exemptions introduced cover 
bulk milk tankers, water desalting equip- 
ment, certain goods imported from 
Christmas Island, and goods imported 
for use by the International Atomic 
Energy Agency. 


The tax on silver-plated, pewter and 
cut glass ware has been reduced, and 
that on electric shavers increased, and a 
change from the customs or excise duty 
basis to the sales tax basis has been 
introduced in relation to valves used in 
radio and television sets. 
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SOCIAL SERVICES 


Pensions 

The age pension has been increased 
from £4/15/- per week to £5 per week. 
Minor adjustments of a similar nature 
will be made to invalid pensions, 
widows’ pensions, war widows’ pensions 
and service pensions. 


Means Test 


In the past, the means test to be 
applied in determining eligibility for age. 
invalid and widows’ pensions involved 
two independent calculations, one relat- 
ing to income earned by the pensioner. 
the other relating to property owned by 
the pensioner. 


A “structural change” is now to be 
made in the operation of the means test. 
The eligibility for the pension will be 
affected by the “means as assessed” 
which, in the case of age and invalid 
pensioners and widows with no depend- 
ent children, will represent the pen- 
sioner’s income (which does not include 
income from property) plus £1 for each 
£10 of the value of the pensioner’s 
property in excess of £200. The amount 
of pension payable will then be the 
maximum pension less the amount by 
which “means as assessed” exceeds £182 
per annum. 


A statement on the subject made by 
the Minister for Social Services includes 
the following: 


“A shorter and more convenient 
method of assessing pension payable 
giving the same result is to deduct the 
means as assessed from the figure £442 
which is the aggregate of the maximum 
rate of pension (£260 per annum under 
the Government’s proposals) and the 
amount of the present permissible income 
of £182 per annum. The pension pay- 
able in any case will be the difference 
between £442 per annum and means as 
assessed unless this remainder exceeds the 
maximum rate of pension, in which case 
the maxi‘num rate will be payable.” 


Under the present system, if property 
owned by the pensioner exceeded 
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£2,250, no pension was payable. The 
proposed means test removes this 
property bar; in the case of an age pen- 
sioner receiving no income other than 
property income, the pension entitle- 
ment would not disappear until the value 
of the property owned reached £4,620, 
as follows: 


Pension: £260 p.a. 
Income: Nil. 

Property owned: £4,620. 
Means as assessed: 


— of (£4,620 — £200) 
10 


1 
— of £4,420 
10 

Excess of “means as assessed” over £182 
£260. 


£442. 


Maximum pension (£260) less £260 = 
Nil. 
The “disqualifying limit of property”, 
i.e., the value of property owned beyond 
which no pension is payable, will there- 


fore depend on the amount of income 
received by the pensioner. As indicated 
above, where no income is received other 
than property income, this limit is £4,620 
(and for a married couple both of 
pensionable age, the figure would be 
twice £4,620, i.e., £9,240). Where 
other income received varies from nil to 
£442 p.a., the “disqualifying limit of 
property” for the pensioner varies from 
£4,620 to £200. 


The Minister indicated in his statement 
that “The basis of the merged means test 
rests on the fact that at age 65 a man 
may purchase a life income of £1 per 
annum for a capital payment of about 
£10. There is thus an interchangeability 
at this age between an income of £1 per 
annum and property of £10. It would 
be impracticable to have a different rate 
of interchangeability depending on a 
pensioner’s age and sex, and the ratio of 
1 in 10 has therefore been adopted 
throughout.” 





Section 260 and Hancock’s Case 


By D. C. WILKINS, B.COM., A.A.S.A. 


The High Court confirmed the application of Section 260 to an 
arrangement for the avoidance of income tax, the details of which 
bore some resemblance to the facts in Newton’s case. 


The company concerned was Muiga 
Downs Pty. Ltd., which carried on a 
grazing business in Western Australia. 
Its major shareholders were the Lefroy 
family (11,209 shares), G. Hancock 
(6,730 shares) and L. Hancock (1,000 
shares). Profits earned by the company 
for the year ended 30 June 1949 
amounted to £24,000, and dividends of 
about £14,000 had to be declared if un- 
distributed profits tax amounting to 
approximately £7,000 was to be avoided. 
Apart from the 1949 profits, the com- 
pany had a reserve of £4,161 and 
accumulated profits of £27,747. 
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W., a chartered accountant in Perth, 
and his wife owned all the shares in 
Rowdell Pty. Ltd., a company carrying 
on a business of trading in stocks and 
shares. Any loss incurred by Rowéell 
Pty. Ltd. as the result of a purchase or 
sale of shares would normally be an 
allowable deduction for income tax 
purposes, capable of being offset against 
other income, including dividends, earned 
by that company. 

Mr. L. Hancock was approached by 
W., acting on behalf of Rowdell Pty. Ltd., 


: . , ) 
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following proposition was 


and the 
suggested. 


(a) Rowdell Pty. Ltd. to buy all the 
shares in Mulga Downs Pty. Ltd.: 


For 11,209 shares owned by 
Lefroy family, up to £40,000. 


For 6,730 shares owned by G. 
Hancock, up to £20,000. 


For 1,000 shares owned by L. 

Hancock, up to £3,000. 
This transaction should provide 
to the Lefroys and the Hancocks 
a substantial capital profit. 
Rowdell Pty. Ltd. would then 
have Mulga Downs Pty. Ltd. pay 
to it dividends amounting to 
£50,000. 


The shares in Mulga Downs Pty. 
Ltd. then to be offered for sale 
to any buyer for about £21,000, 
and an option to so acquire the 
shares would be given to the 
Hancock family if they desired 
it. 

The position would then appear to be 
that, as far as the original shareholders 
of Mulga Downs Pty. Ltd. were con- 
cerned, they would receive by way of a 
capital profit on the sale of their shares 
amounts which reflected the accumulated 
profits of the company. Whoever then 
repurchased the shares would acquire a 
company “milked” of its accumulated 
and current profits, but with its station 
assets intact and with “bright” business 
prospects. 


Rowdell Pty. Ltd., because it is a share 
trading company, would offset the loss 
on sale of the shares in Mulga Downs 
Pty. Ltd. (purchased for about £63,000 
and sold for about £21,000) against the 
dividends received (£50,000); an assess- 
able profit of about £8,000 would thus 
be expected to accrue to W’s. share 
trading company as a result of the trans- 
action. 


The transactions, in essence, were thus 
relatively simple. The financing of the 
deal involved certain complications 
necessary to facilitate the payment to be 
made by Rowdell Pty. Ltd. for the shares 
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in Mulga Downs Pty. Ltd. owned by the 
Lefroy family. The amount of £40,000 
payable to the Lefroy family was obtained 
from the sale of Commonwealth bonds, 
previously purchased on terms from 
Mulga Downs Pty. Ltd. and from 
dividends of £25,000 paid to Rowdell 
Pty. Ltd. immediately after the shares 
were acquired. The shares acquired 
from the Hancocks were purchased by 
Rowdell Pty. Ltd. for £23,500 by the 
payment of a deposit of £2,500; the 
balance was offset against the payment 
of £21,000 which the Hancocks paid to 
Rowdell Pty. Ltd. for the whole of the 
shares of Mulga Downs Pty. Ltd. after 
the accumulated profits had been paid 
away in dividends to Rowdell Pty. Ltd. 
The balance of the price payable by 
Rowdell Pty. Ltd. for the Commonwealth 
bonds was found in the further dividends 
amounting to £25,000 received from 
Mulga Downs Pty. Ltd. 


These transactions were effected by 
delivery of share transfers and exchange 
of cheques, and the ultimate result was 
that the Hancocks and their nominees 
owned all the shares of Mulga Downs 
Pty. Ltd. 


The Commissioner included an amount 
of £17,759 in an amended income tax 
assessment issued to Mr. G. Hancock, 
representing that part of the dividends of 
£50,000 declared by Mulga Downs Pty. 
Ltd. which was proportionate to the 
number of shares (6,730 of 18,945) 
which he held before 30 April 1949. 
Additional tax for omitted income was 
also charged, amounting to £6,503. The 
amended assessment was issued as a 
consequence of the Commissioner’s appli- 
cation of Section 260 to the facts of the 
case. 


The High Court, in Hancock v. Federal 
Commissioner of Taxation 7 A.I.T.R. 
582, had to decide therefore whether the 
transactions constituted, within the 
meaning of Section 260 of the Income 
Tax Assessment Act, a contract agree- 
ment or arrangement which had the 
purpose or effect of avoiding any income 
tax liability imposed on Mr. G. Hancock. 

The court (Fullager J.) did not 


453 





consider that the transaction entered 
into, as far as the Hancocks were con- 
cerned, “had its direct origin in a 
conscious desire to have a distribution of 
the profits of Mulga Downs Pty. Ltd. 
without paying income tax”. It was W. 
acting for Rowdell Pty. Ltd. who 
originated the transaction. However, the 
court considered that an arrangement 
existed to which Section 260 was 
appropriate. 


The Hancocks wished to acquire the 
shares in Mulga Downs Pty. Ltd. which 
were held by the Lefroy family, but were 
not in a position to pay for them, even 
if the Lefroys were willing to sell. But 
they could do so if they could obtain 
their share of the available profits free 
of tax. The plan evolved by W. “was 
a very ingenious plan indeed but it seems 
to me that (apart from the potential 
profit to Rowdell itself) one of its 
purposes, and indeed its most essential 
feature, was that the Hancocks should 
have the benefit of a distribution of 
profits by Mulga Downs without having 
to pay income tax by reason of that 
distribution”. The Hancocks, Fullager 
J. said, may not have fully understood 
the plan, but they must have known that 
it was designed to bring about these 
results, and accordingly he considered 
that there was an arrangement between 
the Hancocks and Rowdell which had 
for its purpose the avoidance of income 
tax, as that expression was interpreted in 
the case of Newton v. Federal Com- 
missioner of Taxation (1958) 7 A.I.T.R. 
1 and 298. 


In the application of Section 260, the 
court had to apply its mind to deciding 
what are the “exposed set of actual 
facts” from which the liability to income 
tax arises, after the agreement or arrange- 
ment has been “annihilated” as against 
the Commissioner. 


Section 260, the court considered, did 
not avoid the purchase by Rowdell Pty. 
Ltd. of the shares held by the Lefroy 
family, although this aspect of the trans- 
action was part of the arrangement as 
understood by Rowdell and the Han- 
cocks. A “genuine unconditional sale of 
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a capital asset cannot be successfully 
attacked under Section 260, even though 
it be motivated by a desire on the part 
of the vendor to reduce the income tax 
for which he will be liable in the future”. 


The agreement under which the shares 
held by the Hancocks were transferred 
to Rowdell Pty. Ltd. was avoided by 
Section 260, in the opinion of the court, 
because this had as its objects and 
apparent effect the transfer of the burden 
of tax on the dividend from Mulga Downs 
Pty. Ltd. from the Hancocks to Rowdell. 
The receipt of £2,500 by the Hancocks 
was not regarded as being identifiable 
with any distribution of profits by Mulga 
Downs Pty. Ltd., but the amount of 
£21,000 paid by the Hancocks for the 
purchase of the shares in Mulga Downs 
was regarded as having been provided 
from dividends paid by Mulga Downs to 
Rowdell; if the arrangement which 
involved the transfer of the Hancock 
shares to Rowdell and the payment to 
Rowdell of a dividend on those shares 
was to be treated as void, what was left 
was a payment of money by Mulga Downs 
and the receipt of that money by the 
Hancocks. As this payment was made 
out of profits of Mulga Downs, it should 
be treated as income in the hands of the 
Hancocks. 


“The inference seems plain enough 
that the real money to make the payment 
by the Hancocks to Rowdell for the 
Hancock shares and the Lefroy shares 
was intended to be provided, and was in 
fact provided, by means of a dividend 
or dividends from Mulga Downs.” The 
court concluded that the amount of 
£21,000 should be apportioned between 
the Hancocks in proportion to their 
original shareholdings in Mulga Downs 
Pty. Ltd.; the amount to be assessed as 
income to the Hancocks was not exactly 
the same as that obtained from the 
Commissioner’s calculation (an appor- 
tionment of the total dividend of £50,000 
paid to Rowdell Pty. Ltd. between the 
Hancocks and the Lefroys) but “the 
difference in the result is comparatively 
trifling” and the appeal against the Com- 
missioner’s assessment was therefore dis 
missed. 
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YOUNG MEN 





Apply in writing to:— 
General Sales Manager, 
LAMSON PARAGON LIMITED, 


The Boulevard, Richmond, E.1 
VICTORIA. 








are you 

just waiting 
for 

PROMOTION 


or do you intend to do 
something about it? 


LAMSON PARAGON LTD, 


USTRALIA’S largest and most progressive 

business form specialists have available, IN 
ALL STATES, opportunities for the ambitious 
young man who wishes to leave the dead-end 
desk and enter the vital and rewarding field of 
specialised selling. 


Here is a golden opportunity for you to take 
advantage of being trained in the latest selling 
techniques, a training that will develop your 
ability to call on top management as a consultant 
for one of our specialist selling divisions. 


Our large highly trained Sales Force operates 
from twelve producing plants throughout Aus- 
tralia and New Zealand, the vastness and effici- 
ency of this organisation is positive proof of the 
tremendous scope for advancement and promo- 
tion. 


Commencing Salary £25 per week plus commission, 
plus extra performance bonuses and expenses. 


TODAY'S SPECIALIST SALESMAN IS TOMORROW'S TOP EXECUTIVE 
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INTERNAL CONTROL IN THE 
ADMINISTRATION OF 
LOCAL GOVERNMENT 


ALAN L. MORSE, 0.B.E. 
Fellow of: 

The Australian Society of Accountants 
The Chartered Institute of Secretaries 
The Royal Economic Society 
The Local Government Auditors Association 


With a Foreword by 
S. HAVILAND, c.B.E. 


Under Secretary, N.S.W. Department of Local Government 


The subject matter of the work is based upon the law of the State of New South 
Wales. Whilst all of this law may not have an exact parallel in each of the other 
Australian States, the work does, however, embody sound Local Government 
administrative practice and, as such, is common to all local authorities, wherever 
they may be. Because of this, it is hoped that the text will be of interest to those 
engaged in Local Government practice in all parts of Australia. 

In addition it will assist aldermen and councillors to obtain a better understanding 
of the responsibilities of their office; and the interested citizen, how his council 
functions. 

The style of presentation is both straightforward and practical. 

The price is 45/- with a special price of 40/- to councils ordering 3 or more 
copies. 





Two Complementary Works on Annual Reports 


ANNUAL REPORTS 
COMPANY OF 


The Function and Design of 


COMPANIES 
by R. Keith Yorston 
and E. Stanley Owens 


ANNUAL REPORTS 
by Raymond J. Chambers 


Professor of Accounting, 
University of Sydney 
Much of what is here written about 


company reports applies to business A book of practical help to those 


communications generally, and to the 
reports of governmental and other 
organisations. Intelligent criticism of 
public institutions can only flow from 
informed opinion. 

PRICE £4/4/- 


responsible for external reporting con- 
taining over 100 pages of coloured 
illustrations from the best Australian 
and overseas reports. 


PRICE £4/10/- 


THE LAW BOOK CO. OF AUSTRALASIA PTY LTD. 


140 Phillip Street, 
SYDNEY 
28-8041 


456 Little Collins Street, 
MELBOURNE 
67-7888 2-8882 


30 Adelaide Street, 
BRISBANE 


—_ 
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Notes on Selected Tax Cases 


PAYMENT UNDER ACCIDENT 
POLICY 


A lump sum received under an 
insurance _ policy for injuries 
sustained in an accident, although 
calculated at a weekly rate, was 
not included in assessable income. 


As the result of an accident with a 
circular saw, the taxpayer, who was a 
partner in a haulage contracting business, 
was unable to attend to his work for 
some weeks. 


An accident insurance policy taken 
out by taxpayer provided for lump sum 
compensation for death, loss of a limb, 
etc., Or permanent disablement, and for 
compensation at specified rates per week 
where injury had resulted in disablement 
of a temporary nature. The compensa- 
tion at the weekly rates set out in the 
policy was not payable, however, until 
the total amount was ascertained and 
agreed. 


The amount of compensation actually 
paid was £74-2-0, representing twelve 
weeks and two days of total disablement 
at £5 per week and ten weeks and one 
day of partial disablement at the rate 
of £1-5-O0 per week. 


The taxpayer had received an amount 
of £116 from the Queensland State 
Insurance Office as workers’ compensa- 
tion in respect of the same accident as 
that for which the £74 was paid under 
the accident insurance policy. No 
objection was lodged against the inclusion 
of the workers’ compensation payment 
in his assessable income. 


_ The majority of the Board of Review, 
n8 C.T.B.R. (N.S.) Case 114, decided 
that the sum paid to taxpayer under the 
policy, in respect of “bodily injury”, was 
not related to any loss of earnings but 
was payable whether his income increased 
& was reduced or ceased altogether 
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during the period concerned. The fact 
that the sum payable was determined in 
relation to the number of weeks during 
which he was wholly or partly disabled 
was considered to be merely “the measur- 
ing rod specified in the policy to arrive 
at the liability payable in a lump sum 
for bodily injury thereunder.” 


It was decided therefore that the pay- 
ment made consisted of compensation 
for the injury suffered, that it was not 
in lieu of or in substitution for loss of 
income arising from taxpayer’s business, 
and it should therefore be treated as of 
a capital nature, not subject to income 
tax. 


The terms of the policy did not indicate 
that any payments made were to make 
good a loss of wages or business income; 
it was also held, therefore, that the policy 
was not one to which Section 26 (j) of 
the Act should apply. 


WORKERS COMPENSATION 


Arrears of weekly payments of 
workers compensation, although 
paid in a lump sum, were treated 
as being of an income nature. 


The taxpayer, who was injured in the 
course of his employment in 1950, did 
not make an application for compensation 
under the Workers Compensation Act 
until 1956, when the Commission 
accepted evidence of total incapacity 
since 8 August, 1956. 


The award provided for payment of 
compensation from 30 May _ 1952; 
during the year ended 30 June 1957 the 
employer paid taxpayer an amount of 
£1,117-12-2, representing the total of 
weekly payments due under the award 
from May 1952 to September 1956. 
Taxpayer also received compensation, 
actually paid weekly, from September 
1956. 





The taxpayer contended that the 
amount of £1,118 represented a lump 
sum payment of compensation for a 
specific injury and was therefore not 
assessable. 


The Board of Review, in 8 C.T.B.R. 
(N.S.) Case 107 decided that the arrears 
of weekly payments made under the 
award did not constitute a receipt of a 
capital nature, but should be included in 
taxpayer’s assessable income. The com- 
pensation had been awarded as weekly 
payments, which were a substitute for 
earnings, were payable regularly and 
were to continue indefinitely. Such 
weekly payments have the quality of 
income, the Board considered, and the 
fact that an aggregation of those weekly 
amounts was paid in one amount does 
not alter their character from that of 
income to that of capital. 


The payments made subsequent to 
September 1956 were clearly income; 
the sum of the weekly amounts payable 
up to the date on which the award was 
made could not be regarded as of a 
different character. 


DISPOSAL OF LEASE 


The Board of Review considered 
the circumstances in which the Com- 
missioner should exercise his discre- 
tion under Section 84(2) of the 
Income Tax Assessment Act, by 
the apportionment of the amount 
received on the sale of a lease. 


Property on which a_ sawmilling 
business was carried on was leased by a 
mother to a partnership consisting of her 
three sons. The residue of the term of 
the lease was sold by the partnership for 
£22,500, conditional upon the purchaser 
acquiring the freehold of the land from 
the partners’ mother. 


In the partnership return, the amount 
of £22,500 was allocated to goodwill 
(£20,000) and to the lease (£2,500); 
expenses of sale amounted to £875, and 
no part of the proceeds of sale was 
included in the income as set out in the 
return. 
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The Commissioner included an amount 
of £7,208 (one-third of the net considera- 
tion for the sale, £21,625) in the assess- 
ment of the taxpayer, who was one of 
the partners. 


Before the Board of Review, in 8 
C.T.B.R. (N.S.) Case 110, the taxpayer 
contended that the amount of £2,500 
should be allocated to the forgoing of 
the partners’ rights under the lease, and 
the balance to loss of the right to conduct 
the sawmilling business, loss of timber 
cutting rights, loss of timber milling 
licence, and losses from forced sale of 
plant and stock. The Commissioner, it 
was claimed, should have exercised the 
discretion given to him by Section 
83 (2) (b) of the Act. 


In general terms, Section 83 (2) states 
that where, in connection with the grant 
assignment or surrender of a lease, there 
is an agreement to sell or assign good- 
will, a licence or other assets, the amount 
allocated to the lease will be treated as 
consideration relating to the lease if the 
Commissioner is satisfied that it is fair 
and reasonable, but if no amount is 
allocated to the lease, or the amount 
allocated is regarded as unreasonable, 
the Commissioner will determine an 
amount to be treated as consideration for 
the lease. 


Under normal circumstances, the Com- 
missioner would be likely to exercise his 
discretion under Section 83 (2), to deter- 
mine an amount to be applied to the 
lease, if the amount otherwise allocated 
to goodwill (not taxable unless both 
parties agree) was too high in comparison 
with the amount otherwise allocated to 
the lease (taxable as a lease premium) 
In this case, however, the Commissioner 
had not made any determination 0 
pursuance of Section 83 (2), and the 
taxpayer considered that he should have 
done so, on the basis of the apportion- 
ment which the Board was asked to 
examine. 

The Board was of the opinion that 
there existed no power, either for the 
Commissioner or the Board, to exercise 
any discretion under Section 83 (2) (0). 
“The fundamental pre-requisite for the 
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application of the above sub-section is 
that there must be an agreement to sell 
goodwill, a licence or other assets as well 
as the transaction relating to the lease. 
The whole raison d’etre of the sub-section 
is that where both taxable and non- 
taxable items are involved in a lump- 
sum payment, the Commissioner is em- 
powered to separate them as to quantum, 
or, alternatively, that although the parties 
have made their own allocation, the 
Commissioner can substitute his own.” 


There was no agreement to sell good- 
will, a licence, or other assets. Although 
the result of the lease transaction was 
that the partnership lost its goodwill, its 
timber-cutting rights and the sawmilling 
licence, there was no mention made in 
the documents governing the transaction 
of compensation for the sterilisation of a 
capital asset, or payment for goodwill, 
or the loss of it. Thus, as there were 
no other assets which were agreed to be 
sold, there was no possibility of any 
apportionment of the total consideration 
in respect of those assets. 


The Board therefore confirmed the 
action of the Commissioners in treating 
the whole consideration as applicable to 
the lease and the assessment of the tax- 
payer’s share of that consideration was 
approved. 


PAYMENT FOR TECHNICAL 
KNOWLEDGE 


The English High Court decided 
that lump sum amounts received for 
the supply of details of engineering 
techniques and _ secret processes 
should not be included in assessable 
income. 


The taxpayer company conducted a 
business consisting of the manufacture 
aid sale of motor cars and aircraft 


engines. Over the years, the company 
discovered and developed various engin- 
tering techniques as a result of its own 
research; of all the technical knowledge 
acquired and processes employed by the 
company, however, only a small part was 
able to be patented. 
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Until 1945, the company used this 
“know-how” almost exclusively in its 
own business, but between 1946 and 
1953, a number of agreements were 
entered into with governments and com- 
panies outside the United Kingdom, 
under which in consideration of a lump 
sum payment, the government or com- 
pany concerned was to be supplied with 
drawings and information which would 
enable them to manufacture specified 
types of aircraft engines. 


Agreements were made between the 
company and governments or companies 
in China, France, the Argentine, the 
United States of America, Belgium, Aus- 
tralia and Sweden. The agreements 
indicated that the company, a designer 
of aircraft engines, licensed the other 
party to manufacture engines of a type 
specified, and for that purpose supplied 
drawings, manufacturing and engineering 
data, and all relevant information, 
including modifications and improve- 
ments. 


The High Court, in Jeffery (Inspector 
of Taxes) v. Rolls Royce Ltd. (1960) 2 
All E.R. 640, had to decide whether the 
lump sums payable under these agree- 
ments represented trade receipts, to be 
brought into account in the computation 
of profits subject to tax. 


The company contended that the sale 
of “know-how” formed no part of its 
trade, that the research which it had 
undertaken was directed towards more 
efficient production, not the earning of 
profits by selling or licensing the results 
of that research. Consequently, it was 
claimed that the lump sums received 
under the agreements related to the sale 
of a capital asset, and the fact that there 
were a multiplicity of such sales did not 
convert that capital asset into a revenue 
or trading asset. 


The Crown had taken the view that 
the amounts received were normal 
receipts of a revenue nature of the trade 
or business carried on by the company, 
and should be included in assessable 
income. The transfer of technical infor- 
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mation or of manufacturing knowledge 
did not, the Crown submitted, arise from 
sales of property but from the provision 
of a service. 

The court agreed with three members 
of the House of Lords who, in Evans 
Medical Supplies Ltd. v. Moriarty 
(Inspector of Taxes) (1957) 3 All E.R. 
718, held that secret processes should be 
regarded as a capital asset. It was 
considered therefore that the technical 
knowledge possessed by the company, 
comprising secret processes which would 
be of great value to the company, was to 
a great extent a capital asset. 


This capital asset, technical knowledge 
or “know-how”, may be exploited in 
various ways, and, if it is communicated 
to others, the consideration received may 
or may not be taxable depending upon 
the circumstances in which the informa- 
tion is imparted or services are rendered. 
But “it is the nature of this particular 
asset to lose its value on communication, 
and in a normal case communication of 


the asset is likely to represent the dis- 
position of part of the asset itself”. This, 


the court concluded, was what had 
happened as a result of the agreements 
entered into by the taxpayer company. 
The company had a capital asset, consist- 
ing of the technical knowledge, and as 
a result of the communication of the 
information, the asset must lose the whole 
or the greater part of its value, at least 
as far as concerned the particular territory 
involved in an agreement. 


It was held, therefore, that the lump 
sum consideration paid in respect of each 
agreement represented a receipt of capital 
in the hands of the company. The com- 
munication of the technical knowledge 
was not regarded as in the nature of 
services rendered, the imparting of this 
information was not part of the trade 
carried on by the company, and the fact 
that there were a number of similar 
transactions involved was not relevant in 
determining whether or not the company 
was disposing of a capital asset. 
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BENEFIT ARISING FROM 
EMPLOYMENT 


The English High Court con- 
sidered the amount to be included in 
assessable income of an employee 
as the result of the gift by his em- 
ployer of a suit of clothes. 


A company decided to provide each 
of twenty-one of its employees with a 
suit of clothes or an overcoat, which was 
to be obtained by the employee directly 
from a clothing store. The bill for the 
clothing was to be sent by the store to 
the company. 


The taxpayer, one of the employees 
concerned, went to the clothing store 
and ordered a suit which was priced at 
£14/15/0. He paid no money, obtained 
his suit, and was assessed on the amount 
of £14/15/0, representing a perquisite 
or profit arising from his employment. 

The Special Commissioners of Income 
Tax, on appeal by the taxpayer, decided 
that the amount to be included in the 
employee’s assessable income should not 
be £14/15/0, but the value of the suit 
in the hands of the employee, on the 
assumption that he could sell it as a 
second-hand suit as soon as he obtained 
it. This value was fixed at £5. 


The High Court, in Wilkins (Inspector 
of Taxes) v. Rogerson (1960) 1 All E.R. 
650, confirmed the view taken by the 
Special Commissioners, that the benefit 
which the taxpayer received was the 
value of the suit in his hands, i.e., £5. 
“It is perfectly true that, if the taxpayer 
in the present case had been told to go 
to Montague Burton Ltd., and order the 
suit and pay for it, and had been promised 
that the company would then reimburse 
him the amount which he had paid, the 
benefit which he would have got would 
have been the amount paid by the com- 
pany to him as reimbursement of his 
expenditure. It is true that that produces 
a different result according to the wa) 
the transaction is carried out, but ac- 
cording to experience in tax matters 
nothing is more common than to find 
such a situation.” 
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Letter to the Editor... 


INFLATION AND ACCOUNTANCY 
PRACTICE 


The Editor, Sir— 


In the last paragraph (at page 319) of the 
above article, the observation is made that 
“some capital erosion has occurred”. As I see 
it inflation took place over the two year period 
to the following extent:— 

Stock £265 
Plant £350 


£615 


Of this amount £500 has been set aside and 
therefore only £1765 is available for distribu- 
tion over the two years instead of £2265 in 
the original examples. 

Why then has £115 been charged back to 
Price Compensation Account (first column, 
page 319). The narration refers to the pre- 
vious year. But, if the life of the plant was 
one year and the inflation £350 then would 
not the whole £350 be credited to the Price 
Compensation Account? 

According to the example the full compen- 
sation will not be taken in respect of the last 
year of the life of the plant and it would 
seem that this is where the so-called erosion 
takes place. 

What is wrong in principle in making pro- 
vision for the full amount of inflation which 
takes place in the last year by charging it 
against that particular year’s profit? 

The example given shows a big inroad into 
profit because the inflation in the second year 
is nearly double the first year’s increase. 


The way I look at it is this. If the life of 
the plant is three years, then provide for the 
inflation in replacement value over the re- 
maining life of the plant at the commencement 
of each year, i.e. at the end of the first year 
provide for one-third of the increase at that 
date; at the end of the second provide for 
one-third of the previous increase plus one- 
half of the further increase at that date, and 
then, in the third year, provide for one-third 
of the first year increase, one-half of the 
second year’s increase and the whole of the 
third year’s increase. Surely this will allow 
lor the replacement of the plant at the cur- 
rent value at the end of the third year. 

However, if it is considered that I am on 
the wrong track, I would appreciate a fur- 
ther statement on the subject as it is most 
interesting and the article published was most 
appreciated. 


W. CHANDLER, 
Cairns, Queensland. 
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AUTHORS’ REPLY 


The joint authors of the article 
“Inflation and Accounting Practice”, 
Messrs. H. Shaw, G. Sterns and S. K. 
Forell, have kindly supplied the following 
reply to the points raised by Mr. Chandler. 


The entry on page 319 debiting price com- 
pensation account with £115 is based on the 
principle of matching current costs with 
income of the same year. In our example 

Original cost of the machine is £1,000 
Expected life 2 years. 

Current value of a new machine 
at end of Year 1 

Current value of a new machine 
at end of Year 2 


£1,120 
£1,350 


Depreciation charged in Year | is there- 
fore, on current value, 50% of £1,120, as 
explained on page 318. 


Depreciation charged in Year 2 is similarly, 
on current values, 50% of £1,350 (i.e. £675), 
as per page 319. 


Theoretically, £560 invested as explained 
on page 320 would realise at the end of 
Year 2 £675, which, together with the £675 
to be set aside in cash at the end of Year 2, 
would provide the funds required to replace 
the worn out machine with an identical new 
one at the higher price. In our example no 
- investment was made at the end of Year 
, the funds being retained in the business. 
Therefore the deficiency of £115 is not due 
to inadequate provision for depreciation in 
Year 2, but to the fact that the funds were 
held in the form of cash at bank, which of 
course is not protected against inflation. 


If the life of the plant was one year and 
its current value increased by £350 during 
that year then Mr. Chandler is quite right in 
stating that “the whole £350 would be 
credited to price compensation account”. In 
our example, however, the life of the machine 
is two years. The increase in current value 
is in Year 2 £230 for a new machine; conse- 
quently the increase in current value in that 
year for a half used machine is only one half 
of £230. Hence it is necessary to reverse 
half of the £230 credit to price compensa- 
tion account. 

There is nothing wrong “in making provision 
for the full amount of inflation which takes 
place in the last year”, and this is precisely 
what we have done. But a “full amount”, can 
only be provided with respect to plant that 
has not already been written out in previous 
years. 
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If in our case the firm had purchased two 
smaller machines at the commencement of 
business and used up one during the first year 
(leaving the other unused and not depreciated), 
then at the end of the first year one small 
machine would have been written off and no 
further problems regarding its depreciation 
would arise. In our example the firm used one 
large machine and used up half of it during 
the first year; this, however, does not alter 
the situation in principle. The fact remains 
that part of the plant was used up; therefore 
that part no longer exists and there cam be 
no question of bringing it into depreciation 
calculations of future years. 


If the suggestion in the second last para- 
graph of Mr. Chandler’s letter is carried out 
the result would be to raise against the second 
year’s income an additional charge for increased 
price of plant that was used up in the previous 
year. In the third year, charges against that 
ear’s income would be raised for price 
increases of plant that has been used up in 


the preceding two years and therefore should 
not be a charge against third year’s income. 


The suggestion apparently arises from a 
desire to accumulate provision for depreciation 
equal to the replacement cost of an asset at 
the end of its life. Mr. Chandler states that 
“Surely this will allow for the replacement of 
the plant at the current value at the end of 
the third year.” This is not necessarily true. 
There is no connection between the accumv- 
lated provision for depreciation and replace- 
ment of an asset. The accumulated provision 
for depreciation simply shows the extent to 
which an asset, purchased in the rast, has been 
used up. The fact that a certain balance has 
been accumulated in the provision for deprecia- 
tion account does not mean that funds are 
available for replacement. 


The availability of funds for replacement 
has to be planned; one simple method of such 
mes is indicated on page 320 of our 
article. 





SERVICES CANTEENS TRUST FUND 


POST GRADUATE SCHOLARSHIP 


The Trustees of the Services Canteens Trust 
Fund invite applications for a post-graduate 
scholarship for study overseas. The fields of 
study in which the scholarship may be awarded 
are:— 

(i) Any course at any approved Univer- 

sity throughout the world; 

(ii) Aeronautics in England or America; 

(iii) Travelling scholarship in any field. 


An applicant wishing to pursue any other 
branch of study may apply to the Trustees for 
a scholarship in that field. 

Value of Scholarship: The scholarship is 
valued at £A1,000 per annum and will be 
tenable for a period of up to three years. 

Eligibility: The scholarship is open to a 
child (including step-child, adopted child or 
ex-nuptial child) of a person who was at 
any time between 3 September, 1939 and 
30 June, 1947:— 

(a) a member of the Naval, Military or 

Air Forces of the Commonwealth; 
or 

(b) a member of any nursing service or 

women’s service attached or auxiliary 
to any branch of the Defence Force 
of the Commonwealth; 
including (c) members of the Canteens Staff 
of any ship of the Royal Australian Navy, 
and any person duly accredited to any part 
of the Defence Force who served in an official 
capacity on full-time paid duty. 
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Selection will be on merit and 
will be competitive. A scholarship will be 
granted only to an applicant who, in the 
opinion of the Trustees, has outstanding 
ability, is of suitable character and is likely 
to obtain lasting benefit to himself or herself 
and to Australia by further study. The scholar- 
ship will not necessarily be awarded each 
year. 


Selection: 


The following will be taken into considera- 
tion in determining the award of the scholar- 
ship:— (i) Academic career. (ii) Ability for 
research work. (iii) Character. (iv) the 
future value to Australia of the subject of 
research selected. The selection each year of 
the scholar to be awarded the scholarship 
will be made from all applications received 
from eligible persons by the prescribed closing 
date. 


Closing Date: Applications must be lodged 
with the General Secretary, Services Canteens 
Trust Fund, Victoria Barracks, St. Kilda Rd., 
Melbourne by 1 November, 1960. Applica- 
tion should be transmitted through the Regional 
Secretary in your State. 


Application forms and any further informa- 
tion may be obtained from the General Secre- 
tary whose address is shown above or the 
Regional Secretary, Services Canteens Trust 
Fund in your State 
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cheque — by hand or with typewriter 
— your cashier simply takes pictures 
by pressing a button. 

There's no skill needed to photograph 
the fronts and backs of 25 cheques in 
1 minute. 


ENDS TRANSCRIPTION ERRORS. 


Your Recordak Microfilm copies are 
photographically accurate and complete. 
No mistakes. No omissions. No abbrev- 
iations. No questions about signatures. 
You'll find these film records as easy to 
read as the original cheques when pro- 
jected on the viewing screen of the 
Recordak Microfilmer. 


INCREASES PROTECTION. 

If a single cheque — or the day’s total — 
is lost, you can readily duplicate the 
missing items from your film records. 
How valuable this feature alone is has been 
proved time after time. 


FILM COST IS LOW. 

You can photograph about 1,000 cheques 
on 3/6d. worth of film. Just figure out 
how much more it’s costing you to get 
a written or typed record. 

NO ADDITIONAL EQUIPMENT NEEDED. 
You get microfilmer and built-in reader, 
too, with the Recordak Microfilmer Desk 
Model. It’s far and away your best buy 
today. You can purchase one of these 
versatile units for as little as £700 plus 
Sales Tax. 





Recordak Microfilmer Desk Model 
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Announcing . . . 
STUDY AIDS FOR ALL CANDIDATES 


The College has made available for all Candidates the 
services indicated below 


Model Answers have been prepared as follows:— 
Australian Society of Accountants 

The questions with answers as prepared by the College are usually available for dis- 
tribution about four weeks after the examination session closes. The model answers to 
Commercial Law A, Commercial Law B, and Stage 3 Auditing and Business Investigations 
have been prepared for all examinations since October, 1956. The model answers to all 
other subjects have been published for all examinations since April, 1954. 


Students are advised to buy the Model Answers to the subjects for which they still 
must sit so that the answers will be at hand for convenient reference when preparing for 
the more advanced subjects. Separate model answers booklets for each examination session 
at 5/- each, post free, except Income Tax Answers which are 4/- each, are published as 
follows— 

(1) Stage 1 Accounts and Auditing. (5) Income Tax Law and Practice. 

(2) Company Law and Company Accounts. (6) Auditing and Business Investigations 
(3) Commercial Law ‘A’ and ‘B’. (7) Advanced Accounts—Part ‘A° 

(4) Monetary Theory and Practice. (8) Advanced Accounts—Part ‘B’. 


Australasian Institute of Cost Accountants 


The College has published Model Answers to the examinations conducted by the 
Institute in May, 1957; October, 1957; May, 1958; October, 1958; May, 1959; October, 
1959; and May, 1960. 


The five papers for each examination session are bound in one set—price 10/- each 
volume, post free. 
Remittances should accompany orders with exchange added where necessary 


CORRESPONDENCE STUDENTS 


Students who intend to study by Correspondence may enrol at any time. The non- 
refundable fee payable for correspondence instruction in the technical subjects for the 
three sections of the examinations of the Australian Society of Accountants and the 
Institute of Chartered Accountants in Australia is £85 cash paid at enrolment or £95 by 
extended payments. It has always been our policy to charge a fee which, whilst enabling 
us to give excellent service to our students, will still be within the means of the average 
ambitious student. One of the methods by which the College maintains its efficient service 
at a reasonable fee is to dispense with salesmen and outside representatives whose job it 
would be to persuade students to enrol. Obviously if such were employed the students 
would have to pay higher fees to remunerate the salesmen. We depend upon the enthusiastic 
recommendations of our present and past students to bring new students to the College. 
and this method has proved eminently successful. 


COMMONWEALTH INCOME TAX 

The College publishes in four volumes a course dealing with income tax which includes 
the legislation consolidated to 31 July, 1960. 

The up to date authoritative and brief explanations follow immediately after the sections 
to which they relate thus contributing to convenient reference and easier study. As the 
texts are on the loose-leaf principle it is a relatively simple matter for the subscriber to keep 
the notes up to date if he wishes. This Edition includes the 1960 Budget Amendment. 


The price for the four volumes is £5/5/0d. post free. 





Further information relating to our educational service gladly given free 
and without obligation. 


A. E. SPECK Commercial College 


138 FLINDERS STREET, MELBOURNE MF 4648 
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Formation, Accounting and Taxation of 


Proprietary Limited Companies 


An address delivered by V. L. GOLE, 
AAS.A., A.C.A.A., at the Albury Con- 
vention of the New South Wales Division 
of the Australian Society of Accountants, 
held in May 1959. 


FORMATION 


Definition and Characteristics 


Section 37 (1) of the New South 
Wales Companies Act provides that— 
“For the purpose of this Act the expres- 
sion ‘proprietary company’ means a com- 
pany limited by shares not being a no- 
liability company which 


(a) by its Memorandum or Articles 


(i) restricts the right to transfer its 
shares 


(ii) limits the number of its mem- 
bers (exclusive of persons who 
are in the employment of the 
company, and of persons who 
having been formerly in the 
employment of the company, 
were while in that employment 
and have continued after the 
determination of that employ- 
ment to be members of the 
company) to fifty; and 


prohibits any invitation to the 
public to subscribe for any 
shares or debentures of the 
company, or to deposit any 
money with the company, for 
fixed periods or payable at 
call, whether bearing or not 
bearing interest and 


(b) has received a Certificate of Incor- 
poration in which the Registrar- 
General certified that the company is 
a Proprietary Company.” 


The Act does not set down any 
extent to which, or any manner in which 
the restrictions on the transfers of shares 
ae to be expressed or exercised. Pre- 


The Australian Accountant, September, 1960. 


* 





FOREWORD 
Formation 

There is no intention in this paper 
to identify fine legal distinctions in 
the provisions of the various Com- 
panies Acts as they relate to the 
formation of proprietary limited 
companies. 

Rather the intention is to indicate 
some of the things which should be 
included in the statutory documents 
of these companies, the setting-up 
of the share structure, the import- 
ance of statutory records and the 
matters which should be attended 
to regularly during the life of a 
company. The “family” type of 
company will be the one mostly 
considered. 


Accounting 

In dealing with accounting for 
proprietary companies no attempt 
will be made to illustrate precise 
systems appropriate to one or 
another class of company. Some 
basic principles will be stated, with 
emphasis placed or the need to 
adopt a design and classification of 
accounts to meet the purposes 
served in the enterprise concerned. 

In the above matters the pro- 
visions of the New South Wales 
Companies Act 1936 are followed 
as far as possible. 


Taxation 
It will be necessary to consider 
the incidence of taxation in pro- 
prietary companies, the impact on 
financial resources, and the prob- 
lem of “growth” capital in relation 
to taxation and what can be done 
to lessen the burden. Consideration 
will be given also to tax planning 
and the place of the proprietary 
company in family affairs. 
* 








sumably any restriction will suffice to 
satisfy the requirements of the Act. (See 
Appendix 1 for an example of the 
manner in which the Memorandum usu- 
ally expresses the restrictions). 


The exclusion of employees in the 
number of persons regarded as members 
in terms of the maximum of 50, enables 
the company to have many employee 
shareholders if this is desired. 


The restrictions on any invitation to 
the public to subscribe for shares or de- 
bentures or to make deposits may lead to 
some fine line discussions, but generally 
speaking the proprietary company, 
especially the family company has no 
intention of moving close to this line at 
any time. 

Two persons only are required as 
subscribers to the Memorandum to en- 
able incorporation to be effected. The 
company need have no more than two 
directors. It is not required to hold a 
“statutory meeting” or to prepare and 
circulate a “statutory report”. Directors 
may be appointed without observing the 
restrictions imposed by Section 121 of 
the Act in regard to public companies. 
The company must have a registered 
office in the State in which it is incor- 
porated and also an address for service 
of notices in any State in which it is 
registered as a “foreign” company. 


It is not necessary for a company to 
register Articles of Association. If it 
does not do so the provisions of Table 
A as set out in the second schedule of 
the Act will apply to the company. Some- 
times the practice is adopted of drawing 
up Articles which modify and vary or 
negative some of the provisicns of Table 
A and adopt the others. 


Articles can be altered by special 
resolution of members, but the formali- 
ties for altering the Memorandum are 
much more onerous and costly. 


A proprietary company can later con- 
vert to a public company and a public 
company can convert to a proprietary 
company. The foregoing presents a brief 
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sketchy concept of the nature of the 
entity called a “proprietary” company. 


It is not the intention to pursue the 
legal aspects of company formation to 
any length but rather to look behind the 
structure itself and to determine why it 
should have been created and what pur 
pose it is designed to serve. Legal for- 
malities are the concern of legal prac- 
titioners. What goes into the statutory 
documents will have a profound influence 
on the day-to-day life of the company and 
whether or not its cbjectives in the family 
circle or even wider afield can be realised 
smoothly or at all. 


Advantages of a Proprietary Company 
Bearing in mind that proprietary com- 
pany formation is an extremely popular 
exercise it is well to consider some of the 
advantages claimed for this device as 
compared with other forms cf enterprise. 
These advantages briefly are as follows:— 


1. The advantage of limited liability 
to members as distinct from the 
extent of personal liability of sole 
traders or partners. 


The continuity of enterprise under 
the proprietary company as com- 
pared with the determination of a 
partnership on the happening of 
certain events. 


As the right, title and interest of a 
person in a company is usually 
clearly defined by the shares he 
holds, the disposal of this interest 
is much more easily handled than 
in the case of personal ownership 
as a trader or partner. 


The above is the case whether the 
disposal cf interest is in the event 
of retirement from the company 
or as part of a deceased’s estate. 


Although the proprietary company 
has no direct approach to the 
money market as such, the raising 
of capital is facilitated or at least 
made more flexible than in the 
case of a sole trader or partnership. 


New members can easily be ad- 
mitted to a company. 
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7. There may be some significant 
taxation advantages, and also some 
significant probate advantages, to 
be derived. 


There is little need to elaborate at any 
length on these claimed advantages. It 
should not be concluded that all of them 
will automatically accrue just because a 
proprietary company is formed. Those 
who desire the formation of the company 
and who will administer its affairs must 
have a clear conception of objectives not 
only in regard to trading operations but 
also in regard to all the implications which 
arise out of the allocation of sharehold- 
ings, the powers given to directors and 
the particular kind of restrictions imposed 
on share transfers. Not by any means in- 
significant in this context is the degree of 
control given to directors over the issue 
and allotment of shares. These, to a 
large extent are the kinds of things which 
are written into the statutory documents 
of the company, and great care needs to 
be exercised as to how they are expressed. 
There are long-term implications and one 
of the difficulties in this matter is to 
determine with any certainty, the manner 
in which members of the company may 
behave towards one another in the future. 
Sometimes the tax advantages are greater 
in a partnership set-up than in a pro- 
prietary. These things cannot be taken 
for granted. They must be worked out 
on the facts cf the case as far as these can 
be determined, and in this exercise some 
assumptions are almost sure to be in- 
volved. 


On the assumption that the advantages 


ae deemed to outweigh any disad- 
vantages, attention can now be directed 
to the provisions which may be written 
into the Articles of Association of the 
Company so that the objectives have a 
reasonable chance of being achieved. 
Control 


A proprietary company will usually 
te formed out of a sole trader business or 
partnership. The directors will usually 
be a Closely knit family representation 
ot if more than one family group is in- 
volved a closely knit representation of 
tach family group. The general adminis- 
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tration will rest in the hands of the direc- 
tors. They will, in all probability, be the 
ones who were the driving force in the 
business before the proprietary company 
was formed. It is important from their 
standpoint that the control of the com- 
pany should remain in their hands. 


Here are some of the things which can 
be done through the provisions in the 
Articles of Association to achieve this. 


Control Over Shares: Issues 


It is important that the directors should 
have control over all issues and _ allot- 
ments of shares. Usually in a public 
company there is an expressed or implied 
right for existing shareholders to sub- 
scribe for any further issues of shares in 
proportion to the shares held at the time 
the new issue is announced. This is, in 
many cases a valuable right. In a pro- 
prietary company it may be a dangerous 
right and certainly one which could be 
decidedly inconvenient to some objective 
of the directors. It would make it diffi- 
cult for example to introduce a new 
shareholder, without at the same time 
giving the other shareholders the oppor- 
tunity to subscribe for more shares to 
retain their total equity. If the new issues 
must be offered to existing shareholders, 
they may not be able to take up their pro- 
portion. This leads to the need to value 
rights, not altogether easy in a pro- 
prietary company with no independent 
market assessment. The control of the 
shares should rest with the directors. A 
suitably expressed clause to provide this 
could be as follows:— 


“The issue and allotment of shares in 
the company shall be under the control and 
at the discretion of the directors and the 
directors may allot or refuse to allot any 
shares in the capital of the company as 
they see fit without being required to ascribe 
any reason for their decisions”. 


Control over Shares: Transfers 


Control cver shares should also extend 
to control over transfers of shares. Refer- 
ence has already been made to the fact 
that in a proprietary company one of the 
characteristics of its Memorandum must 
be a restriction on the transfer of its 
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In the Articles this restriction 
needs to be expressed in definite terms. 


shares. 
There are certain alternatives. The two 
important ones are these. 


(1) A restriction which is expressed 
in clauses usually referred to as 
the “pre-emption” rights of share- 
holders. 


(2) A restriction which leaves the 
absolute decision in regard to 
transfers in the hands of the 
directors and excludes in con- 
sequence any rights of share- 
holders. 


Under the first alternative the share- 
holder wishing to transfer his shares is 
obliged to notify the directors of his 
intention, and that notice will constitute 
the board his agent in the transfer. The 
board must then notify all shareholders 
and give them the right to apply pro- 
portionately to take the shares which 
are the subject of the transfer. Shares not 
taken over by any shareholder or share- 
holders under this arrangement are then 
offered to the other shareholders, again 
proportionately. If there are still shares 
not taken over the transferring share- 
holder then has the right to sell them 
outside the range of the existing share- 
holders. The price is usually determined 
by valuation of the auditor and remains 
the transfer price all the way through. 


The pre-emption provisions do not give 
the directors much control over the trans- 
fer of shares even allowing for the fact 
that the shares must primarily remain 
within the existing body of shareholders. 


Under the second alternative the direc- 
tors are given full power to decide how 
the shares to be transferred shall be dealt 
with. They can select the transferees at 
their discretion. They may if they so 
desire take the transfers themselves. It 
depends once again on the objectives as 
to which alternative is the preferable. 
Certainly the second one appears to have 
advantages and leaves a good deal of 
flexibility in the hands of the directors. 
(See Appendices 2 and 3 for examples of 
clauses.) 
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Qualification Shares 


It is unnecessary and in fact unwise 
to provide in the Articles that a director 
must hold a certain number of shares in 
the company as a qualification for his 
directorship. In fact qualification shares 
in a proprietary company are almost 
meaningless. There may be good reasons 
for a director not holding any shares at 
all, and qualification shares under the 
provisions of the Articles would cut right 
across this. 


Governing Directors 


Far-reaching and extremely autocratic 
powers of control can be given to a 
director or directors by including in the 
Articles a series of clauses known as 
“Governing Director” clauses. If any 
evidence was required to establish the 
view that more often than not the pro- 
prietary company is in fact a family enter- 
prise in an incorporated form, these 
governing director clauses would supply 
the evidence. 


They are designed to give to one 
director, or alternatively to two or more 
directors acting conjointly, the absolute 
control of the company. The far-reaching 
nature of the powers can be gathered 
from the wording of the typical clauses 
set out in Appendix 4. Even the power 
to perpetuate the autocracy is provided, 
by nomination of successor. 


In spite of this it is not possible (in 
Victoria at any rate) to provide a govern- 
ing director with the power to veto a 
special resolution of members, although 
he can readily dispose of an ordinary 
resolution. Perhaps this is the one safety- 
valve the legislation has provided to 
counteract absolute autocracy. 


Share Structure 


The share structure of a proprietary 
company, especially one of the “family 
type, must be designed carefully if it is to 
serve any or all of the purposes which 
were intended in the first place. These 
purposes will not be the same in all cases. 
Nor will there be the same scope in all 
cases to use the share structure to achieve 
one or another of the objectives. The 
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two main objectives will usually be 
savings in taxation and in probate duties. 
This holds good as a general rule whether 
there is one family group involved or two 
or more such groups. 


There are many alternatives in design- 
ing the share structure, and rarely is it 
necessary or desirable to issue a large 
number of shares. In fact the smaller the 
number the greater is likely to be the 
flexibility. 


The objective is usually to reduce or 
eliminate the income of the former pro- 
prietor as far as investment or business 
income is concerned, and to divest him 
cf assets which would form part of his 
estate in the event of his death. 


As a director, or more particularly a 
governing director, he will usually be able 
to regulate his income by way of salary, 
director’s fees and bonuses to suit his 
needs. In some cases he may not need to 
have a taxable income at all. 


At the same time the former proprietor 
may, and probably will, desire to be the 
controlling force in the proprietary during 
his lifetime. There are many different 
ways in which control may be retained, 
income reduced, and assets divested. 
They include: 


(a) By issuing him with sufficient 
preference shares with voting 
rights to be able to exercise the 
majority of the voting power over 
all other shareholders. At the 
same time the rate of dividend on 
these shares could be very low. 
This would achieve— (i) voting 
control, (ii) low income and (iii) 
low value per share for probate. 
The issue of one ‘“founder’s” 
share with say a nominal value 
of £1 and carrying all the voting 
power, but only proportionate 
dividends. 


(c) By having different classes of 
ordinary shares such as “A” 
class, “B” class, “C” class and 
so on and giving only voting rights 
to the class held by the proprie- 
tor. The directors or the govern- 
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ing director could have powers 
under the Articles to declare divi- 
dends on one or more classes of 
shares to the exclusion of the 
other class or classes and at vary- 
ing rates. 


A typical clause in this arrangement is 
expressed below— 


“The directors may declare such dividends 
upon such class or classes of shares to 
the exclusion in whole or in part of any 
other class or classes of shares at such time 
as they see fit and may declare different 
rates of dividends on different classes of 
shares.” 


This device of varying dividend dec- 
larations or the omission of dividends at 
the discretion of the directors or govern- 
ing director, enables some control to be 
exercised over the dividends flowing to 
different shareholders. This is useful if a 
shareholder member of the family begins 
to misbehave in relation to other mem- 
bers. This discretionary power is a 
strong controlling factor. 


Infant Shareholders 


It has been well established that there 
is no legal barrier to infant shareholders, 
but there are some practical difficulties. 
If the shares are not fully paid the share- 
holder, when of age, could repudiate the 
liability to pay anything further on the 
shares. This is not likely to complicate 
matters in a proprietary company because 
the shares are usually issued as fully paid. 


The main difficulty is likely to arise if 
it is desired to transfer the infant’s shares. 
The infant cannot give a clear title to the 
shares to a transferee. Even a parent or 
guardian may have some trouble in effect- 
ing a transfer of the shares on behalf of 


the infant. It is one thing to make an 
allotment of shares to an infant and to 
establish the fact that the shares are held 
in the right, title and interest of the infant. 
It is quite another thing to transfer the 
shares out of the right, title and interest 
of the infant, thus arbitrarily depriving 
the infant of what might be a very valu- 
able asset. Sometimes when it is desired 
to have shares held for the benefit of an 
infant the shares are allotted to a trustee 
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who under the terms of the trust is given 
the right to dispose of the shares. 


Confidence between the members of 
the family group is essential to tax plan- 
ning through the proprietary company, 
and continued harmony is needed to make 
the plan work. 


The Transition 


The transition from sole trader or 
partnership to the proprietary company 
involves a consideration of the value 
at which the assets are to change hands. 
There must be “adequate” consideration 
especially where real estate is included 
among the proprietor’s assets. It is not 
unusual for the general range of assets 
(including fixed assets) and liabilities to 
be taken over at existing book values. 
Sometimes a “goodwill” element is intro- 
duced, but this seems undesirable if the 
object is to reduce the potential estate of 
the proprietor. 


The net worth of the business at the 
date of the transition is credited to the 
personal account of the proprietor in the 
books of the company. In this form the 
estate can be disposed of more easily 
during the life of the proprietor. In fact 
he can live “tax free” by drawing against 
the capital sum instead of drawing “in- 
come”. 


A contract covering the sale of the 
assets and the acceptance of the liabilities 
may be desirable in some cases but not 
necessary as a general rule. A suitably 
worded minute should be inserted in the 
minute book of the company. 


Incorporation in Canberra 


Although there is no particular magic 
in incorporating a company in Canberra 
there are some advantages. These were 
set cut as under by J. McKellar White in 
a recent lecture. 


(a) There are at present no stamp 
duties in Canberra and shares 
registered in Canberra can be 
freely transferred. 


State gift duties are avoided if 
the dispositions are made in 
Canberra and the instrument in- 


volved is not brought into the 
State. 


(c) The cesser of limited interest pro- 
visions of New South Wales death 
duty legislation does not extend 
to property situated outside the 
State. The situation of shares is 
where shares are registered. 


If title to assets situated in per- 
haps several States is in the form 
of Canberra shares, the legal costs 
of re-sealing probate in the vari- 
ous States is avoided. 


(e) Canberra incorporation is particu- 
larly useful in the case of over- 
seas people making investments 
in Australia. 


However there are no income tax 


benefits. 


Statutory Records 


Although a proprietary company is not 
subject to the provisions of the Com- 
panies Act to the same extent as a public 
company, there is a need to keep statu- 
tory records and to comply with the re- 
quirements of the Registrar-General’s 
Department. 


A proper minute book should be kept 
and minutes of meetings of directors and 
shareholders should be faithfully re- 
corded. It is a good idea and quite 
convenient to keep copies of various 
returns filed with the Registrar-General, 
in the minute book. 


A proper share register should be kept, 
and share certificates should be produced 
for all shares issued. Naturally all share 
movements should be the subject of 
proper share transfers adequately stamped 
for stamp duties. Sometimes not suffici- 
ent care is exercised in arriving at the 
consideration for transfer of shares in a 
proprietary with the result that the con- 
sideration is inadequate and gift duties 
may be incurred. 


The privilege of limited liability which 
proprietary company shareholders enjoy 
should be matched at least by a faithful 
exercise of duties and responsibilities 
under the Act. In the long run this 1s 
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the sensible thing to do, particularly in 
relation to tax planning. The statutory 
records of the company should support 
adequately the plan which is expressed 
in capital structures, shareholdings and 
so On. 


ACCOUNTING 


Two aspects of accounting for pro- 
prietary companies which may be dealt 
with advantageously include (1) What 
is required under the Companies Act, 
and (2) What does the company require. 


Statutory Requirements 


For the most part the accounting re- 
quirements for companies are covered in 
Division 6 Sections 102 to 112 of the 
1936 Act. Section 102 and its sub-sec- 
tions provides that every company shall 
cause to be kept proper accounts with 
respect to— 


(a) all sums of money received and 
expended by the company and the 
matters in respect of which the 
receipt and expenditure takes 
place. 

(b) all sales and purchases of goods 
by the company and 


(d) the assets and liabilities of the 
company. 


The Act sets out certain items which 
must be shown separately in the profit 
and loss account and balance sheet, and 
places upon the directors the responsi- 
bility of causing to be made out in every 
calendar year, and laid before the com- 
pany in general meeting a profit and loss 
account and balance sheet. The pro- 
prietary company is not obliged to cir- 
culate copies of the accounts to share- 
holders nor is it obliged to file copies with 
the Registrar-General as in the case of 
a public company. 


Section 111 (4) provides that “any 
member of a proprietary company and 
any holder of debentures of the company 
shall be entitled to be furnished, within 
seven days after he has made a request 
to the company, with a copy of the 
balance sheet, including every document 
required by law to be annexed or attached 
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thereto”. This right is subject to payment 


by the shareholder or debenture holder 
of a charge not exceeding sixpence for 
every hundred words. 


It is apparent that the Act lays down 
certain minimum standards in regard to 
the preparation of accounts, and it is 
somewhat unusual for any demand to be 
made for copies of the accounts. Particu- 
larly in the family company, the members 
are content to leave the matter in the 
hands of the directors. Where more than 
one family group is concerned there is 
still little likelihood of members request- 
ing accounts. The heads of the families 
(usually the directors) run things very 
much as they please and rightly so. What 
is perhaps more important in this con- 
text is to consider the kind of accounting 
set-up which would be most useful to 
the enterprise, particularly when it is 
remembered that many proprietary com- 
panies operate in a big way and have 
much detail to handle in their records. 
The need to account to government 
authorities is also a significant influence 
on the accounting set-up which will best 
fulfil the needs. 


The treatment of accounting for pro- 
prietary companies can only be dealt with 
along general lines, but some basic prin- 
ciples may be stated. 

Practical Considerations 

Design and classification are basically 
important considerations in any account- 
ing system. Yeorston, Smyth and Brown 
in Advanced Accounting, Volume 2 have 
this to say in regard to design: 

(a) It should be in harmony with the 
particular business or industry for 
which it is designed. It is a mis- 
take to install the system and then 
endeavour to make the organisa- 
tion conform to the system. 

(b) It should satisfy the requirements 
of those interested directly or in- 
directly in the enterprise. 

(c) It should provide accurate records 
and thus aid in the control of the 
property of the enterprise. 

(d) It should provide for the prompt 
supply of accurate information. 
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(e) It should be sufficiently flexible to 
cope with changes and develop- 
ments in the particular business 
or industry. 


There is a sound pattern in these sug- 
gestions. The accounting system needs 
to be tailor-made to suit the needs of the 
enterprise. Considerable thought is neces- 
sary to determine just what the system 
is required to yield by way of regular or 
periodic information for the proprietors. 
This in turn will depend on the ramifica- 
tions of the enterprise. A single product 
enterprise in the category of manufactur- 
ing or a specialist retail store will have 
relatively simple needs and the system can 
be streamlined accordingly. At the other 
end of the line a multiple product manu- 
facturing enterprise or a departmental 
retail store will need to have a system 
from which information in reasonable 
detail can be drawn off from the regular 
processes of recording. 


Over-elaboration in the system will be 
a costly indulgence and probably will lead 
to the information being unduly delayed 
in coming through. On the other hand 
a system that is too streamlined may be 
so simple as to yield little worthwhile in- 
formation. 


The Use of Accounts 

One of the basic guiding factors will be 
the extent to which a costing system is to 
be woven into the framework of the 
design and this in turn will decide the 
nature and range of classifications in the 
accounts. Particularly is this so if any- 
thing in the nature of standard costs is 
to be set up and used for the purpose 
of measuring actual performance. 


Variance analysis based on standard 
costs can only be really effective if the 
system can yield information which will 
enable the proprietors to see, not only 
that variances have occurred, but what 
has caused them. 


For example, whether a material vari- 
ance is a price variance or an efficiency 
variance. If the system is such that this 
information has to be obtained from it 
retrospectively, the additional work in- 
volved is almost sure to be costly and 
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the information derived too long delayed. 
It is probably true to say that most 
proprietary companies keep their account 
ing systems along fairly simple, straight- 
forward lines. Few would have integrated 
cost accounting systems, nor do they, 
as a general rule, need them. Certainly in 
many companies, costing information js 
essential, but for practical uses it can 
usually be obtained more simply than 
thrcugh a fully integrated cost-accounting 
system. 


Many proprietary companies use a 
range of budgets as a guide to perform- 
ance. In these cases it is important that 
the accounting system should be designed 
to tie-in with the design of the budgets. 
It may not be possible to go all the way 
in this matter, but at least the accounting 
system should be designed so that the 
budget information may be drawn as 
directly as possible from the accounts. 


The use of accounting information as 
a measure of executive performance, or 
to put it another way, the use of “re- 
sponsibility accounting” is not found fre- 
quently in proprietary companies. If 
such a use is to be made of the system, 
this is another reason for special care in 
design and classification. It is desirable 
in these circumstances to provide for the 
segregation of fixed and variable costs 
so that concentration may be given to the 
controllable items. 


Chart of Accounts 


A chart of ledger accounts is well worth 
while and should provide the flexibility 
mentioned in (e) of the suggestions of 
Yorston, Smyth and Brown. The chart 
will also help to prevent the system be- 
coming ragged as the needs of the enter- 
prise grow. In the chart there should be 
major classifications such as Assets, Lia- 
bilities, Capital, Revenue and Expendi- 
ture groups such as Selling, Distribution, 
Administrative, Occupancy and so on. 


Within these main groups or classifica- 
tions will be various sub-classifications, 
separated in turn into further refinement 
of detail. For example the revenue item 
“sales” may be subdivided into different 
kinds of commodities. 
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The expense “advertising” may be 
subdivided into the various media used. 
Salaries and wages may be classified into 
a number of functional activities. The 
extent to which this is done will depend 
on the extent to which the enterprise 
wishes to use the information. Too much 
refinement of detail can be a handicap 
in the system. The chart of ledger 
accounts can be arranged by the use of 
letters and numerals, or numerals alone. 
For example “A” may be the symbol for 
Assets and the main classification may 
be subdivided as under. 

A. 1. Buildings 

2. Plant and Machinery 
Furniture and Fittings 
Motor Vehicles 
Office Machines, 

and so on. 

The expense classification may be de- 
noted by the symbol 41. and the sub- 
classification may be as follows— 


REPAIRS and MAINTENANCE 


Buildings 

Grounds and Roads 
Plant 

Motor Vehicles 

Electric Motors 
Electrical Equipment 
Fire Fighting Equipment 


10 Office Furniture and Equipment 
Office Machines 
There is plenty of scope under either 
of these methods for adding new accounts 
as the need arises. 


The accounts should be arranged to 
enable a straight run through the ledger 
in logical sequence in making up trading, 
profit and loss information and balance 
sheet information. This will also enable 
Statistical information to be compiled in 
the way in which it will be most readily 
used. 


There is little doubt that poorly de- 
signed accounting systems which do not 
provide suitable classifications, and from 
which little useful information can be 
drawn off, have been the means of keep- 
ing proprietors in ignorance of what is 
happening until a serious position has 
arisen. 
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The accounting system can do nothing 
more than provide information; it can- 
not run the business. It must be used 
constructively and promptly to inform 
proprietors of trends and enable them to 
take corrective action if the trends are 
adverse. 


The use of purchase journal and credi- 
tors ledger appears to be fading out. 
Rarely in a proprietary company are these 
really necessary. Usually the accruals at 
each accounting period (even monthly) 
can be readily listed in the appropriate 
classifications. Actual payments of credi- 
tors’ accounts as they take place can be 
classified in reasonable degree through 
a columnar cash book, and taken off 
from there to appropriate ledger accounts. 


Basic simplicity is a keynote in pro- 
prietary company accounting, but not 
necessarily a criterion. It depends on the 
use to which the system is to be put and 
what it is expected to yield. 


TAXATION 


The taxation of proprietary limited 
companies can be considered under two 
broad headings. (1) The incidence of 
taxation on the entity itself, and (2) the 
incidence of taxation on the individual 
shareholders of the entity. 


ENTITY 


As to the first of these considerations 
the primary rates of tax applicable to the 
taxable income of a proprietary company 
are not quite as severe as those applic- 
able to a non-private company. The 
comparison is set out below.* 

Proprietary Non- 
(Private) Private 
Rate in the £ on first 

£5,000 4/6 6/6 
Rate in the £ on every 

£ over £5,000 6/6 7/6 


Having passed this first hurdle the 
proprietary company then has a further 
hurdle to jump in the form of the Un- 
distributed Profits Tax at the rate of 
10/- in the £. The incidence of this 
latter tax can best be illustrated by an 
example. (See following page). 





~ 


*Company taxation current at time of costing. 
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Net taxable profit 
Taxes payable @ 4/6 in £ 
on £5,000 
6/6 in £ on £10,000 


Retention Allowance 
50% on £1,000 £500 
40% on £1,000 400 
35% on £8,625 3019 
£3,919 


Sufficient Distribution £6,706 


The company is allowed to retain the 
£3,919 without attracting further tax, 
but it must distribute the £6,706 or else 
bear the 10/- in the £ tax on the un- 
distributed amount. If portion of the 
taxable income is income from property 
that portion carries only a 10% reten- 
tion allowance. The calculation is a 
little complicated where the taxable in- 
come includes trading income, property 
income and private company dividends. 
The tax on the private company dividend 
portion of the income is rebatable at 
the average rate of tax payable by the 
company, and there is no retention al- 
lowance on the private company divi- 
dends. It is also necessary to calculate 
the amount of tax payable which applied 
strictly to each section of the total tax- 
able income as this is significant in find- 
ing the amount of “sufficient distribution” 
which will avoid the Undistributed Profits 
Tax. A fully worked example is set out on 
page 473. The distribution must be 
made within ten months after the end 
of the financial year in which the profits 
are made. Any “over” distribution is 
carried forward in favour of the com- 
pany in assessing the position in the fol- 
lowing year. 


This is a concise outline of the inci- 
dence of taxation on the entity itself. 
Bearing in mind that one of the objec- 
tives of proprietary companies’ forma- 
tion is often to avoid taxation or to 
lessen the incidence of taxation on the 
individual shareholders it is well to con- 
sider one or two things which may be 
done in certain circumstances to reduce 
the tax on the company and to provide 
some other benefits. 
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MULTIPLE COMPANIES 


If the total activities of the enterprise 
can be split into separate logical functions 
it may be helpful to have these functions 
performed by separate companies. 


For example one company may be a 
production company, another a selling 
company and a third may be a con- 
pany owning the fixed assets and proper- 
ties of the group. If these can be operated 
in such a way that each company makes 
approximately £5,000 net profit there 
will be some significant advantages com- 
pared with one company making £15,000. 
Firstly the whole of the £15,000 will be 
taxed at about 4/6 in the £ instead of 
£10,000 of the profit standing 6/6 in 
the £. Secondly each company will enjoy 
its own retention allowance and the three 
together will be better than one alone 
based on a single company profit of 
£15,000. 


In addition to this there may be other 
advantages such as postponement of tax 
on dividend distribution to shareholders. 
For example company “A” could own 
company “B” and company “B” could 
own company “C”. If the individual 
shareholders are in company “A” only, 
the profits of “C” and “B” take a few 
years before they run their course and 
flow out as dividends to shareholders. 
In their passage from one company to 
another they would be rebatable as far 
as primary tax is concerned. 


Another method is to have a holding 
company in which the shares are held 
by the individual shareholders. As each 
company is added to the group it be- 
comes owned by the “holding” company 
and the distributable profits from each 
company flow first of all to the holding 
company before flowing out to individual 
shareholders. 


Still another method is to force the 
dividends into a circular movement by 
interlocked shareholders in a group of 
companies, with provision for some of 
the dividends to flow out to shareholders 
if desired by having some personally 
held shares subject to the discretion men- 
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tioned earlier of declaring dividends on 
one class of shares and not on others, 
and at varying rates. On the intercom- 
pany flow of dividends there is no prim- 
ary tax, and of course no retention al- 
lowance. 

THE INDIVIDUALS 


Whilst it may be satisfying to some 
extent to reduce the incidence of taxa- 
tion on the entity itself, the greatest 
overall benefits to be obtained in rela- 
tion to tax and probate duties may come 
more particularly from the arrangement 
of individual shareholdings in the family 
group or groups. Some indication of this 
was given in dealing with “Formation” 
particularly under the headings of “In- 
fant Shareholders” and “Transition”. 


It is not unusual to find in the share 
structure that the former proprietor holds 
only a small proportion of the shares 
issued, or none at all. The shareholdings 
are scattered among the members of 
the family, some of whom may be infants 
and therefore not otherwise taxable. The 
lady of the house may have a share- 
holding in the group and she may not 
have any other taxable income except 
the dividends which her shares attract 
from time to time. This scattered effect 
on dividends distributed has a substan- 
tial influence on the total tax payable 
by the whole family group as compared 
with what may have been paid if the 
former proprietor had held all or a 
large majority of the shares. The lower 
rates of tax running over a wider spread 
of income make all the difference. The 
larger the family circle, the better the 
spread can be and the greater the bene- 
fits. 

SOME QUALIFICATIONS 


It is important in the situations de- 
scribed that the individual shareholders 
hold their shares in their own “right, 
title and interest”. The income must be 
theirs and the right to receive it must not 
be subject to any power of revocation, 
outside the conditions laid down in the 
Articles of Association of the company 
under which the shares are allotted. If 
this cannot be established to the satis- 
faction of the Taxation Commissioner he 
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will treat the income as that of the 
person exercising control or having the 
right of revocation and tax it accordingly. 
This may lead to some difficulties as time 
goes on and the infants grow up, unless 
complete harmony can be sustained in 
the family circle. 


One member of the group getting out 
of line with the others may lead to awk- 
ward pressures being put upon other 
members, in a way which may embarrass 
the whole company structure. 


For example it is usual to find that 
dividends declared in a proprietary com- 
pany are credited to the personal ac- 
counts of shareholders rather than paid 
out in cash. The withdrawal of cash as 
needed is a much slower process. Over 
a period of years the credit accumulated 
in any one shareholder’s account may run 
into thousands of pounds. A sudden de- 
mand for payment of the account, by an 
irate member of the group, could have 
very awkward repercussions. 


This situation could arise even though 
the control of dividend declarations rests 
on the directors or governing director. If 
dividends have been declared from year 
to year in the normal way because all 
was well in the family circle the accumu- 
lation would already have happened to 
create the right of the shareholder to 
demand satisfaction. Certainly any further 
accumulations can be stopped by the 
exercise of the discretionary power if it 
is there. If it isn’t the position becomes 
all the more difficult, and an alteration 
of the Articles may be necessary. 

Where it is desired to have infant share- 
holders it is better to allot shares to 
them direct, than to transfer shares to 
them. 


THE PROBATE PROBLEM 


Probate duties (State and Federal) have 
become so severe that a good deal of 
planning is necessary, if the estate of the 
proprietor, built up during his lifetime, 
is to yield real benefits to his dependants. 
The proprietary company provides some 
opportunity to soften the impact of pro- 
bate duties. 
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The proprietor can sell the whole of 
his business including all the assets to 
the new company. The members of his 
family can then be allotted shares in 
small proportionate numbers to give effect 
to the manner in which he desires the 
benefits to be gained and which other- 
wise he would have provided in his will. 
If after doing this he lives for the required 
number of years the plan will be effective. 
Having transferred his assets and earn- 
ing power he can proceed to use up 
his credit account in the company, which 
arose from the sale of the business in 
the first place. He may be prepared to 
hasten this process by large gifts even 
to the extent of paying the appropriate 
gift duties. 


The same kind of thing can be done 
in the case of a person who holds large 
investments in say company shares. These 
can be sold to a family investment com- 
pany in which family members rather 
than the original investor hold the shares. 
From then on the dividends earned on 
the investments become the income of 
the new company and later on are 
declared as dividends to the family share- 
holders. The original investor, by trans- 
ferring his income producing assets and 
investment income, has achieved lower 
tax and avoided probate duties. 


TRUSTS 


Sometimes it may be deemed un- 
desirable to admit infant shareholders 
(either of the proprietor’s family or 
closely related families) to the share 
structure. At the same time it may be 
the desire to do something for the in- 
fants which will be of benefit to them 
later in life. This is often done by creat- 
ing trusts. The best way to go about this 
is for someone (not a parent) to make 
a settlement of money in favour of the 
infant, and to name a trustee or trustees 
(who may be the parents of the infant). 
The trustees then purchase shares in 
the family company to the extent of the 
settlement and become the registered 
holders of the shares. 


A trust deed is drawn up naming the 
settlor and the trustee and the bene- 
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ficiary. Some detail is expressed about 
the duration of the trust, the succession 
in the event of the beneficiary dying be- 
fore the maturity of the trust, and the 
powers and duties of the trustee. The 
trust must be irrevocable, otherwise it 
may not fulfil the intention. It may pro- 
vide for the income of the trust to be 
accumulated absolutely during the period 
of the trust, for the benefit of the bene- 
ficiary named. On the other hand it may 
give the trustee power to use trust in- 
come at his discretion for the “welfare, 
education, maintenance and advance- 
ment” of the beneficiary. 


If there are several infants to benefit, 
a separate trust would be created for 
each, but this involves separate settle- 
ments, separate share allotments to the 
named trustee, and so on. As dividends 
are declared by the company they be- 
come income of the separate trusts. Each 
trust is taxed separately, and once again 
the spread of income in this way has a 
substantial influence on reducing the total 
amount of tax payable. Great care is 
necessary in drawing up these trusts and 
operating them. Legal advice is essential 
if serious pitfalls are to be avoided. 


GROWTH CAPITAL 


The proprietary company has a diffi- 
cult road to travel in finding the growth 
capital on which to gain strength and 
progress. With no access to the money 
market as such the proprietary company 
must rely a good deal on ploughed back 
earnings. 


The Undistributed Profits Tax is a 
barrier in this regard as it forces divi- 
dend declarations far larger in amount 
than would normally be made under a 
prudent financial policy. The liberalising 
of the retention allowance by amend- 
ments in the post-war years has helped 
to conserve additional resources of the 
company but these allowances are still 
rather meagre. 


There is one other important aid t0 
the proprietary company in conserving 
its funds. Usually the shareholders of 
such a company are prepared to have 
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their dividends credited to them in the 
books of the company rather than paid 
to them to the extent of the declaration. 
The provision in the Act which accepts 
“paid or credited” as amounting to the 
same thing enables the company to 
satisfy a “sufficient distribution” without 
actually parting with the funds. 


EXAMPLE 


Net taxable income 
Consisting of:— 
Trading Income £12,000 
Rent . 1,300 
Dividends from 
non-private com- 
panies 1,000 
Diviaends from 
private com 
panies 700 
Primary tax payable 
4/6 in £ on £5,000 £1,125 
6/6 in £ on £10,000 3,250 


£4,375 
Less 
Sect. 46 Rebate on divi- 
dends at the average 
rate of tax—5/10 in £ 
£1,700 @ 5/10 495 


Net primary tax payable 3,880 


Distributable Income £11,120 


(a) Amount of property in- 
come included in distri- 
butable income other 
than private company 
dividends is 

2300 

— of £3,880 = £1,705 

15,000 
Retention allowance 10% 170 

(b) Amount of private com- 
pany dividends includea 
in distributable income is 

700 


2300 - 


of £3,880 = £519 


Retention allowance:— 

50% of Ist £1,000 = £500 

40% of 2nd £1,000 = 400 

35% of £6896 2,414 3,314 


£3,484 
Distributable Income £11,120 


APPENDIX 1. 


The directors may refuse to register any 
transfer of a share 


(a) where the company has a lien on the 
share 


(b) where they are of the opinion that it 
is not desirable to admit the proposed 
transferee to membership and they 
shall not be bound to specify the 
grounds or assign any reason for any 
such refusal. Provided that paragraph 
(b) of this clause shall not apply where 
the proposed transferee is already a 
member of the company or the wife 
husband or child of a member. 


The number of members (not including per- 
sons who are in the employment of the com- 
pany and persons who having been formerly 
in the employment of the company were while 
in that employment and have continued after 
termination of that employment to be members 
of the company) shall not exceed 50. 


Any invitation to the public 


(a) to deposit money in the company (other 
than deposits in connection with trans- 
actions in regard to real or personal 
property in the ordinary course of 
business of the company) for fixed 
periods or payable at call whether bear- 
ing or not bearing interest. 


(b) to subscribe for any shares in or deben- 
tures of the company is hereby pro- 
hibited. 


APPENDIX 2. 


(a) No shares in the capital of the company 
shall be sold or transferred by any share- 
holder or trustee in bankruptcy or per- 
sonal representative of any shareholder 
unless and until the rights of pre-emption 
hereinafter conferred shall have been ex- 
hausted. 


(b) Every shareholder or trustee in bankruptcy 
who may desire to sell or transfer any 
shares in the company and every per- 
sonal representative of a deceased share- 
holder who may desire to sell or transfer 
any shares of such deceased shareholder 
shall give notice in writing to the directors 
that he desires to make such sale or 
transfer. Such notice shall constitute the 
Board his or her agent for the sale of such 
shares to any member or members of the 
company at a price to be agreed upon be- 
tween the party giving such notice and the 
board or in case of difference at a price 
determined by the auditor of the com- 
pany. 


8758 Retention Allowances £3,484 (c) Upon the price for such shares being 
Trinity ! Ds a agreed on or determined by the auditor 
Sufficient Distribution £7,636 (as the case may be) the board shall forth- 
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with give notice to each of the share- 
holders (other than the shareholder desir- 
ing to sell or transfer the said shares) 
stating the number and price of such 
shares and inviting the person to whom 
the notice is sent to state in writing within 
twenty-one days from the date of such 
notice whether he or she is willing to 
purchase any and if so what maximum 
number of such shares. At the expiration 
of such twenty-one days the Board shall 
apportion such shares among the share- 
holders (if more than one) who shall 
express their desires to purchase the same 
pro rata as far as may be according to 
the number of shares already held by them 
respectively or if there be only one such 
shareholder the whole of such shares 
shall be sold to him or her provided that 
no shareholder shall be obliged to take 
more than the maximum number of shares 
stated in his or her answer to the said 
notice. Upon such apportionment being 
made or such shareholder notifying his 
or her intention to purchase as the case 
may be the party desiring to sell or trans- 
fer such shares shall be bound upon 
payment of the said price to transfer the 
shares to the respective shareholders or to 
the single shareholder who shall have 
agreed to purchase the same. 


(d) In the event of the whole of such shares 


not being sold under the preceding article 
the party desiring to sell or transfer shall 
be at liberty to transfer the shares not 
so sold to persons who are not share- 
holders provided that he or she shall not 
sell them for a less price than the sum 
at which the same shall have been offered 
for sale to the shareholders as aforesaid. 


APPENDIX 3. 


(a) No shares in the capital of the company 


shall be sold or transferred by any share- 
holder or trustee in bankruptcy or personal 
representative of any shareholder unless 
and until the rights of pre-emption here- 
inafter conferred shall have been followed. 


(b) Every shareholder or trustee in bank- 


ruptcy who may desire to sell or transfer 
any shares in the company and every per- 
sonal representative of a deceased share- 
holder who may desire to sell or transfer 
any shares of such deceased shareholder 
shall give notice in writing to the directors 
that he desires to make such sale or trans- 
fer. Such notice shall constitute the 
Board his or her agent for the sale of 
such shares at a price to be agreed upon 
between the party giving such notice and 
the Board or in the case of difference at 
a price determined by the auditor of the 
company. 


(c) The directors shall not be bound to offer 


the said shares to the existing share- 
holders of the company but may determine 
to whom such shares are to be offered 
and shall be entitled if they so desire to 
take up such shares themselves in any 
proportion agreed upon. In the event of 
any disagreement as to such proportion the 
decision of the governing director or if 
there be no governing director of a 
majority of directors shall be binding on 
the other director or directors. 


(d) In the event of the whole of such shares 


not being sold under the preceding Articles 
the party desiring to sell or transfer shall 
be at liberty to transfer or sell such 
shares to a person or persons of his or her 
own choosing but he or she shall not sell 
them for less price than the sum agreed 
upon or fixed under Article (b) of these 
Articles. 


) The directors in refusing to register any 


transfer of shares under Table A or 
under these Articles shall not be required 
to give any reason for such refusal. 


APPENDIX 4. 


64.a. John Citizen shall be and is hereby 


appointed governing director of the 
company until he resigns the office or 
dies and whilst he retains the said office 
there shall be vested in him the sole 
control and management of the _busi- 
ness of the company and he shall have 
authority to exercise all the powers 
authorities and _ discretions by these 
presents expressed to be vested in the 
directors generally and all the other 
directors if any for the time being of 
the Company shall be under his control 
and shall be bound to conform to his 
directions in regard to the Company's 
business. A resolution in writing signed 
by the said John Citizen shall be as 
valid and effectual as if it had been 
passed at a meeting of directors duly 
called and constituted. 


The governing director of the company 
shall have power to veto any act 
matter or thing done or contract or 
engagement of any kind whatever entered 
into by any director or directors of and 
on behalf of the company without his 
express authority provided that any 
such power of veto be exercised without 
reasonable delay. The governing director 
in like manner shall also have power to 
veto any ordinary resolution of the com- 
pany in general meeting. 


>. The said John Citizen whilst he holds 


the office of governing director may from 
time to time and at any time appoint 
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any other persons to be directors of the 


limit and 


company and may define 
fix and 


restrict their powers and may 


determine their remuneration and duties 
and may at any time remove any direc- 


tor howsoever appointed and may at any 
time convene a general meeting of the 
company. Every such appointment or 
removal must be in writing under the 
hand of the said John Citizen. 


. If the said John Citizen shall resign the 
office of governing director he may ap- 
point some other person to be govern- 
ing director in his place. Any person so 
appointed shall have such powers of 
control and management as the said 
John Citizen shall prescribe. 


The said John Citizen may appoint some 
person to act as governing director in the 
event of his being for any reason unable 
to manage and control the affairs of the 
company. Any person so appointed shall 
have such powers of control and manage- 
ment as the said John Citizen shall 
prescribe. 


64.f. 


If the said John Citizen resigns office or 
becomes unable to manage and control 
the affairs of the company and appoints 
a successor or acting governing director 
as aforesaid he may by notice in writing 
to the company declare that he resumes 
the office of governing director and he 
shall thereupon to the exclusion of his 
appointee again become the governing 
director and the above provision in this 
paragraph shall apply as often as the 
governing director resumes as aforesaid. 


The said John Citizen may by his will or 
any codicil thereto appoint some other 
person to be the governing director and 
in default of any such appointment the 
legal personal representatives of the said 
John Citizen may make the appointment. 
Any person so appointed shall have such 
powers of control and management as 
the said John Citizen or his legal personal 
representative shall prescribe. 


. Every such appointment must be made in 
writing under the hand or respective 
hands of the appointor or appointors. 
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Classification of Accounts for 


Cost Accounting 


By R. S. MIDDLETON, 


A.A\S.A., A.C.A.A. 


Lecturer in Commerce, Perth Technical College. 


? Advanced Accounting—Part B, are 

two allied topics, “Classification of 
Accounts” and “Planning of Accounting 
Systems”. Students generally find diffi- 
culty in translating the general theory 
of these subjects into practice, particu- 
larly as the two text books recommended 
for study advocate different viewpoints. 
The theories of “bases of classification” 
differ so widely that it can be a major 
problem to decide which bases are im- 
portant, and should be used. 


Fitzgerald and Schumer! 


primary bases: 


give as 


A. The complete accounting basis. 
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in B above. 


B. The financial transactions bases— 
(i) The accrual (or liability) basis 
(ii) Cash transactions only 
(iii) The partial accrual basis 

[i.e. mixtures of (i) and (ii).] 


Goldberg® gives only the three points 
However, Yorston, Smyth 


and Brown® give the primary bases as: 





1, 


Fitzgerald, A. A. and Schumer, L.A.: Classi- 
fication in Accounting. Butterworth & Co. 
(Aust.) Ltd., Sydney. 1952. Page 24. 
Goldberg, L.: Classification of Accounts and 
the Planning of Accounting Systems. Com- 
monwealth Dept. of Labour and National 
Service Technical Publication 22, 1946. Page 
9 


Yorston, R. K., Smyth, E. B. and Brown, 
S.R.: Advanced Accounts 2nd Edition, Vol. 
II 1950. Law Book Co. of Aust. Pty. Ltd., 
Sydney. Page 11. Note that in 4th Ed. 1959 
Vol. II, Page 10, this has been reduced to 
three, by the omission of “‘Objective’’ basis 
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Financial Statements 
Functional 

Objective 
Departmental. 


Cost accounting is fundamentally 
based on accruals (i.e. matching of costs 
and revenue strictly) so it follows that 
of the primary bases used by Fitzgerald 
and Schumer, or Goldberg, only “‘liability” 
is significant—and if it is a universal 
starting point, it is not a base, but merely 
a basis for discussion. It could be noted 
that “internal conversions of resources” 
which distinguishes A from B(i) above, 
is also fundamentally necessary for cost 
purposes because “accrual” really con- 
stitutes “the complete accounting basis”. 
This variation in thought widens rather 
than narrows when complementary (or 
supplementary) bases are added, so the 
only thing apparent to a student is the 
lack of standardisation in the approaches 
to this subject. 


A Rational Approach for Students 


An attempt to limit the problem to 
something more specific, is made in this 
article by rationalising from what is 
common in the various approaches.* 


The following pattern is suggested as 
a basic type, adaptable to any business, 
in almost any situation. Size and com- 
plexity require more detail; economy 
(sometimes perhaps, false economy) dic- 
tates less detail. But if the basic pattern 
is varied to suit the case, no major diffi- 
culties need arise as to changing ledger 
accounts. Only the extent of information 
revealed without further analysis or re- 
search need be affected. 


Proposed Basis 


The usual aims of good account 

classification require— 

(1) That operating and periodic state- 
ments (e.g. profit and loss and 
balance sheets) should be obtain- 
able simply, preferably by mere 
listing of existing account balances. 





4. In the jargon beloved by the pedants, this 
is being both eclectic and pragmatic. 
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(2) That existing ledger accounts 
should contain information to 
whatever degree of complexity 
will justify the cost of extra re- 
cording. 


(3) That sufficient flexibility should 
exist to allow for all or any changes 
in the structure of the firm,® its 
products, or its size. 


To implement all three requirements, 
start from the whole and break into 
parts, rather than the older approach 
of adding sundry accounts into some 
amorphous whole. 


The basis is thus best described as 
“fragmentation”— starting with major 
groups, each in turn reduced to lesser 
groups. 


Initial Main Break-up 

Three major areas may be distin- 
guished i.e. (A) balance sheet items, 
(B) operating accounts and (C) non- 
operating accounts. 


A.—Balance Sheet 


This section should contain accounts 
as required in the statements issued by 
the firm. Past statements may be modi- 
fied to aim at better presentation. 


Any layout for a balance sheet should 
satisfy such complementary bases of 
classification as (i) liquidity, (ii) tangi- 
bility, and (iii) relative permanency, all 
covered simply by using a consistent lay- 
out. In fact these bases could be viewed 
merely as an extension of the doctrine 
of consistency. Opinions differ as t 
whether fixed or current assets are best 
dealt with first, but if current assets are 
the chosen starting point, then the most 
liquid (i.e. quickest converted to cash) 
will be first in that sub-group; the least 
permanent fixed asset will be first in its 
sub-group, and the most intangible asset 
last. Logically, also, the most liquid lia- 
bility (due for earliest payment) is that 
first listed under “Current Liabilities . 





The ‘‘firm’’ is used in the general (or econo. 
mic) sense. The term covers all types ® 
organisation, sole traders to holding com 
panies. 
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In order that any factory or produc- 
tion section can be separated by simple 
replacement with a control account, it 
is recommended that all inventories and 
accruements be shown as in the normal 
balance sheet—that is a “Stock Account” 
for euch class (e.g. materials, finished 
goods) be retained additional to the con- 
trol accounts for such, which are main- 
tained elsewhere. 


Hence the balance sheet section re- 
quires normally three main sub-groups— 
(1) assets, (2) liabilities, (3) proprietor- 
ship (or shareholders’ funds). 


The analysis of sub-group 1 may be 
varied to allow for opinions as men- 
tioned earlier e.g.: 

1 Assets 

11 Current assets 

12 Fixed assets 

13 Intangibles 

or 
11 Current assets 
12 Non-current assets. 


B.—Operating Accounts 
The first break-up should range from 
a minimum of three to a maximum of 


five sub-groups, and must contain de- 
tails of— 


Production or factory accounts (in 
effect a cost ledger—even if not 
separated). 


Income. 


Profit determination—often called 
clearing or working accounts, but 
these last two terms are not recom- 
mended.*® 


Selling and distribution expenses 
(commercial expenses to followers 
of American terminology). 
Administration and finance ex- 
penses. 


The first sub-group would not apply 
Where no processing is done (e.g. re- 


§. Confusion can arise because a clearing ac- 
count already has several different uses— 
discussed by Fitzgerald and Schumer, op 
cit., p. 166. Goldberg, op. cit. (p. 65) uses 
this misleading term. 
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tailers) but this whole plan is aimed 
mainly at manufacturing accounting. 


Sub-groups 2 and 3 are often com- 
bined (see later) and also sub-groups 
4 and 5 make a suitable single unit of 
“post-production” expenses. Further 
fragmentation can also follow a simple 
basic pattern, adaptable to all cases. 
In particular, factory accounts should 
cover the following: 

1. Inputs (resources for use in proauction): 

11 Raw materials and parts control ac- 
counts 

12 Accrued payroll (which should be 
used as a control account for labour 
costs ) 

13 Factory service cost control (see later). 

Throughputs (resources part-processed ) 

21 Work in progress control, often de- 
tailed by cost elements, by processes, 
or by jobs. 

Outputs (end products): 

31 Finished goods (and finished parts) 
control account, detailed as required 
by products or assemblies. 

Also where the factory, either by physi- 

cal decentralisation or by policy, de- 

spatches goods to customers:— 

Cost of Goods Sold—detailed as for 

finishea goods, and sometimes (as dis- 

cussed later):— 

Sales—which is then removed from “In- 

come” sub-group 2. 


Details of Operating Sub-group 


Sub-Group 1—Production. This com- 
plies with that basic aim of cost account- 
ing, control of costs. Control can be 
adequate only where responsibility for the 
inputs is associated with full authority 
over them.‘ As mentioned earlier, the 
inventory items are better repeated, so 
the control account is closed off to the 
stock account for balance-day purposes 
only. 


The alternative would be to control 
materials and labour in the balance sheet 
area. (Factory service costs are dealt 
with in detail later.) 


See Jones, E. H.: Principles of Industrial 
and Commercial Organisation in Australia, 
, Book Co. of Aust., 1957. page 12, with 
illuminating comment “Hell has been 
described as responsibility without auth- 
ority”’ 
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Sub-Group 2—Income. This is a 
familiar item. The only comment re- 
quired is that “sales” can be removed 
when they are made from the factory 
(or branch) which would leave only 
“other operating income” analysed as 
required. “Branch sales” where several 
branches operate can, of course, be in- 
corporated here. 


Sub-Group 3—Profit Determination. 
This consists of the periodic accounts 
wherein final results are obtained; cost of 
goods sold and profit and loss. Trading 
account is an optional item, redundant 
unless sales include made and bought- 
in items. 


Because this group is usually small, 
and more especially since sales must be 
matched against cost of goods sold, it 
is recommended that this sub-group be 
amalgamated with the previous sub- 
group. The combined Sub-Group 2 will 
be “income and profit determination”. 


Sub-Groups 4 and 5—These are long- 
familiar items, which can be grouped 
together, or separated into four sub- 


groups. For example “finance costs” 
may be important where sources of 
funds for the firm involve frequent bor- 
rowings on call, and so could warrant 
a separate grouping. Note that this can 
also be done by fragmentation of a sub- 
group, e.g. 
4. Selling and distribution expenses: 


41 Selling costs 
42 Distribution costs. 


C.—Non-Operating Accounts 


First it should be clear that there is 
a division of accounting opinion as to 
what transactions are included in this 
area. For example, to define what is the 
operating income of a firm, depends 
partly upon convention, and, in the case 
of a registered company, upon the “Ob- 
jects” clause of its Memorandum. A dis- 
tinction may be drawn between genuine 
holding companies whose income con- 
sists only of dividends, and the many com- 
panies designated legally by that name 
merely because of perhaps a single sub- 
sidiary handling some section of the 
business. 
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For example: The XY Furniture Co. 
Ltd. with a normal (wide) coverage in 
its “Objects” clause, would probably con- 
sider that income of (1) furniture sales 
and (2) interest on hire-purchase trans- 
actions financed internally are both 
operating items. However, dividends from 
a subsidiary, a hire-purchase finance 
company may be considered as “operat- 
ing income” by one firm, and as “non- 
operating income” by a second firm. 

The only non-controversial items in 
this area would be— 

Sub-Section 1: Non-Operating Income 

11 Profits on sale of fixed assets 

12 Capital gains from sale of in- 
vestments, etc. 

: Non-Operating Expenses* 
Losses on sale of fixed assets 


Sub-Section 


Compensation claims not cov- 
ered by Public Risk (or Work- 
ers’ Compensation) insurances, 
etc. 

Thus this area covers the comple- 
mentary basis of “relation to major 
activities” so that however artificial the 
division may be, major activities are 
segregated into “operating”, others being 
here. 


Factory (or Cost) Ledgers 


Quite apart from the common rele- 
gation of the factory to an outer suburban 
location, responsibility accounting dic- 
tates the desirability of a separate factory 
(or cost) ledger in most cases. This is 
controlled by a simple type of branch 
account in the general ledger, and the 
whole group of “production accounts” 
is internally balanced to the equivalent 
general ledger control. 

Incorporation of a factory branch with 
head office merely serves balance day 
purposes. 

The recommended duplication of the 
factory asset and liability items discussed 





8. The logic of considering income tax as non- 
operating on the grounds that it “is not 
ordinarily payable unless a profit has been 
earned’’ would suggest that bonus pay- 
ments to workers could be non-operating 
if based on profit-sharing. Fitzgerald and 
Schumer op. cit. (p. 139) are not supported 
by examples in Yorston, Brown and Sains- 
bury: Cost Procedures, Law Book Co 
p. 29 (2nd and 3rd Ed.), and Goldberg Op. 
cit. (p. 79). 
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earlier, makes such a separation a simple 
matter. Further, it is obviously undesir- 
able to institute “remote control” of, 
say, factory materials. 


Alternatives for “Sales” 


As mentioned earlier, the treatment 
of “Outputs” in the Factory section 
varies in different situations. 


Case 1. Finished goods stored at 
factory, and sales made by head office. 
The control account belongs, with the 
physical control, at the factory. This is 
common for jobbing to special order, 
since goods are stored usually only 
pending despatch direct to customers. 
Where some despatching is done from 
head office, there could be a finished 
goods (or completed jobs) account in 
each place. 


Case 2. Finished goods storage in 
warehouse, under control of selling divi- 
sion, and sales made by it. Here 
finished goods, cost of goods sold, and 
sales are usually left in head office— 
finished goods probably as a control 
account in the balance sheet area, while 
both other items are in “income and 
profit determination”. While finished 
goods could be duplicated (pending 
periodic transfers to warehouse) it offers 
little advantage. 


Case 3. Where the factory is a definite 
branch—such as concrete pipe produc- 
tion decentralised to rural towns—then 
the position of these ledger accounts 
will vary with the degree of autonomy 
granted to the branch. 


The cost of goods sold account will 
normally be maintained at the place of 
sale, and the sales account will be kept 
wherever invoicing is done, but debtors 
and their collection are commonly a 
head office responsibility. 


An additional asset account logically 
required in this instance is an “advance 
account” for funds required for local 
payment of, e.g. wages. However, re- 
mittances to head office for cash sales 
and cash orders for local payments, are 
alternatives. 
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“Production” Section Covers 
Factory Service Costs Only 


When 


Where materials, labour, work in pro- 
gress, and finished goods are control 
accounts kept in the various sections of 
the balance sheet area, then “factory 
costs” means literally factory service 
costs, i.e. the “natural” indirect ex- 
penses incurred in the production of 
goods. 


Control is possible only if items are 
collected by responsibility for their oc- 
currence—that is, charged to the depart- 
ment or cost centre concerned. This 
then, is functional classification—totals 
to cost centres. Such totals will consist 
of all usual items, which can be broken 
up into the following seven types— 


(1) Occupancy expense 
(2) Indirect materials (supplies) 
(3) Indirect labour 
(4) Purchased services (power, water, ex- 
ternal repairs, etc.) 
(5) Depreciation and sick pay (provisions 
established ) 
(6) Expired prepayments (e.g. insurances) 
(7) Repairs and maintenance (internal). 
It is recommended that expenses be 
collected firstly by function, and then 
analysed by their nature. Where the re- 
verse is required, there must be a series 
of “clearing accounts” in a special sub- 
group. For example, “factory plant re- 
pairs” may be collected in total only 
until analysed into departments. 


All the above seven types can be 
grouped where fixed and variable costs 
require separation. 


Other Bases of Classification 


Some bases which confound and con- 
fuse, include such academic _hair-split- 
tings as “administrative responsibility” 
which refers to a major function (e.g. 
production). If it relates to a cost centre 
within the factory it is called a “func- 
tional basis” by Fitzgerald and Schumer, 
but Yorston, Smyth and Brown say it is 
“departmental”—because “functional” 
was used for the major function—and 
elsewhere it is called a “unit of activity” 
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basis. “Functional” surely refers to func- 
tions large and small, and no other term 
is needed. 


“Controllability” basis is also often 
split from “volume of activity” basis. 
The difference is largely one of opinion, 
not sufficient to affect a workable result. 

(1) Functional. All identifiable func- 
tions should have a ledger account where- 
in their share of costs is collected, thus 
assisting budgets and/or standards for 
control purposes. As mentioned above, 
this term includes “administrative re- 
sponsibility” and “departmental”. 

(2) Natural. “Inherent characteristics” 
seems bad jargon to conceal a simple 
matter. All that it postulates is that items 
of a like nature are classified into the 
group normally associated with it, e.g.. 
“Wages” is the natural term used to cover 
the cost of hiring labour. Note that 
Yorston, Smyth and Brown’® call this an 
“objective” classification basis, while 
Risk’® calls it a “subjective” basis. 


(3) Controllability. Essentially this re- 
fers to the split between fixed and variable 
expenses, on the assumption that fixed 
costs are fixed by decision of top man- 
agement, and therefore controllable at 
that level only. Thus it is also the “vol- 
ume of activity” basis, since costs re- 
lating to volume are relating to the degree 
of variability. 

(4) Balance sheet presentation. As 
already discussed, this includes such 
points as “tangibility”, “liquidity”, and 
“relative permanency”. 

(5) Relation to Major Activities.—that 


is, the removal and grouping of non- 
operating items. 


All other complementary or supple- 
mentary bases are special cases, not 
normally applicable to manufacturing 
businesses—e.g. “legal significance” and 





9. Note that this is the omission in Fourth 
Edition. 

10. Risk, J. M. S.: The Classification and 
Coding of Accounts, The Institute of Cost 
and Works Accountants, Gee & Co. (Pub- 
lishers) Ltd., London, 1965, page 36. 
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“taxability” are important mainly to 
trustees and fixed trust investment firms. 


Symbols or Coding 


To obtain the advantages of symbols, 
and apply the “fragmented” approach 
described, there is really only one method 
to be considered—what Risk"! describes 
as the “progressive decimal code”. “It 
is pure, simple, non-ambiguous . . . to 
some extent significant, while the con- 
struction . . . enables it to be mnemonic 
to an appreciable degree.” 

Only a pure numerical system is quick- 
ly adaptable to machine accounting or 
punch card accounting practices, and 
none is as flexible as decimals. 


From the student viewpoint, symbols 
are an extra. Only add them after the 
account groups are developed. Avoid 
the mistake of trying to fill in account 
names to match stereotyped numbers. 


Note that all groups and sub-groups 
must not exceed ten in number, in order 
to apply decimals consistently. 


Standard costs use one extra group 
for “variances”—sometimes treated as 
a sub-group under the “factory” section. 
If this group alone is prefixed by a zero, 
then variances are easily distinguished in 
symbols. 


Summary 


1. A simple fragmented classification can 
cover all types of manufacturing 
businesses. 

It applies to jobbing, process cost 
systems, standard costing, budgets, 
and marginal costing, and change of 
the system of accounting need not 
cause a great upheaval in ledger 
classifications. 

Only five bases of classification are 
required, and these will cover all 
desirable theory. 

If the approach is made from the 
top downwards, only a few normal 
groups need be memorised. All details 
are adjustable to individual cases. 
Symbols will follow naturally any 
well-developed system, especially if 
using the decimal classification. 





11. Risk: op. cit. p. 31. 
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Processing 


New I:C-T 1301 is a strictly business brain 


The 1301 saves you time, 
money and space. For its 
powerful performance the 
1301 is inexpensive. Ad- 
vanced design places it in 
he class of the fastest high- 
performance computers and 
diminates much of the hard- 
ware previously associated 
with such systems. Fully 
tansistorised, it uses little 
power, generates little heat, 
does not occupy a large space. 


The 1301 is a glutton for 
work, It sprints through 
wks for you! It will do, for 
ttample, 37,000 additions a 


second. With automatic pro- 
gramming and a library of 
utility routines, the 1301 can 
be put to work easily and 
quickly. The 1301 can 
further automate your 
accounting control and 
routine procedures, giving 
you more efficiency at lower 
cost. 


The 1301 is expandible. 
You can start with a 1301 
the right size for your 
immediate task. Its simplest 
form is a very fast punched- 
card computer with high- 
speed input and printed 


&> —Offices in all capital cities 


INTERNATIONAL COMPUTERS AND 
TABULATORS AUSTRALIA PTY. LIMITED 


a 


output, backed up by core 
and magnetic-drum storage 
and coupled to an extremely 
fast and powerful central 
processor. Standard or fast 
magnetic-tape units can be 
added as required. Core and 
magnetic-drum storage can be 
increased in convenient steps. 
As your business grows, the 
1301 can grow with it. 


1.C.T. will be glad to explain 
the practicability of its applica- 
tion to your Data Processing 
requirements . . . no charge nor 
obligation. 
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Hercules said- 


“No rest 
for the weary” 


After those twelve Herculean labours he 


really deserved a rest. 





But his expression indicates a considerable 
degree of perplexity. It’s obvious that there’s still 
something on his mind. Had he been over-taxed? 

If you are perplexed about the very real 
problem of how to arrange a regular tax-free saving 
and investment plan, ask any A.M.P. Fieldman for 

a copy of ‘““How Taxation Savings Enhance Life Insurance as 
an Investment’’, or get one from any A.M.P. Office. 
AUSTRALIAN MUTUAL PROVIDENT SOCIETY 


HEAD OFFICE: 87 PITT STREET, SYDNEY 
Chairman: C. G. CRANE e¢ General Manager: M. C. BUTTFIELD. c.m.c. 


Every A.M.P. member enjoys the unquestioned security afforded by funds exceeding £450,000,000 which the Society seeks (0 invest 
to the greatest benefit to members. 
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Budgeting in Action* 


By F. A. BUTTNER, F.A.S.A., F.C.A.A., Treasurer and Associate Director, 


Australian Motor Industries Ltd. 


Budget Preparation 

In reviewing preparations for a budget 
it is difficult to distinguish between what 
is in fact a normal planning function of 
management and what is a_ special 
review for the purpose of a budget. 


The first approach by any company 
must of necessity be always — what are 
the company’s plans for the profitable 
employment of its funds? My company, 
Australian Motor Industries Ltd., has 
large shareholders’ funds invested in a 
highly competitive industry subject to 
many changes. The essential funda- 
mental in the motor vehicle industry is 
volume and with such a large investment 
in buildings, plant and equipment it is 
absolutely essential that these fixed costs 
be written off over as many units per 
year as is possible. 


So our major consideration is our level 
of sales. Will the total car market rise 
and at what rate and what can we expect 
as our percentage of the total car market? 
Fortunately many industry statistics are 
available and we can watch closely how 
our sales are shaping in the various 
sections of the total market. The com- 
pany’s statistical section can plot fairly 
accurately what we should achieve for 
the coming year. Of course, like many 
other companies we cannot always take 
advantage of the total volume we should 
expect. For instance, we might be 
introducing a new model which usually 
fequires a tooling-up time with a conse- 
quent loss of potential sales. 


In regard to tractors, sales are 
projected in the light of lixely economic 





"Based on an address delivered to the New 
South Wales Division of the Australian Society 
of Accountants and The Australasian Institute 
of Cost Accountants. 
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trends. Statistics on farm income are 
available and the effect of seasonal con- 
ditions can be gauged. 


When we have planned our likely level 
of sales we can review the production 
programme required — taking into 
account, of course, the anticipated level 
of stocks at the beginning of the budget 
period, plus the required level at the 
end of the period. Can we manufacture 
the volume required within our present 
facilities? If we can’t, do we want to 
add to our facilities. This decision 
requires the assessing of all aspects of 
additional capital expenditure. 


After these policy decisions have been 
taken (and many others related to them) 
we are able to prepare a preliminary 
estimate of likely profit from such a 
course of action. More importantly we 
can estimate if we have the financial 
resources to carry it through. We have 
already had prepared a complete capital 
review which can give a quick answer 
whether the proposed level of business 
can be financed within the present 
financial resources of the group. 


Organising Within a Company to Produce 
a Budget 
We have found that there are a number 
of essential requirements within a com- 
pany which must be met if the whole 
budget programme is to be carried out 
effectively. They comprise:— 


1. A Clearly Defined Organisation 


It is necessary to make use of the 
whole organisation to carry out a budget- 
ing plan effectively. In our complete 
organisation responsibilities are well 
defined and adhered to. Each general 
manager has clear and definite responsi- 
bility for his division of the business. 
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He, in turn, has responsible to him 
executives whose duties are clearly 
defined. For example, the general 
manager of motor vehicle distribution in 
N.S.W. has separate managers responsible 
for motor vehicle sales, spare parts and 
service. Our accounting records are 
departmentalised in line with this 
management organisation and _ the 
managers are responsible for the results 
of their departments. 


2. An Accurate Accounting System 


An accurate accounting system is 
essential to provide the basic information 
for budgets. Records of performance 
for past periods provide an important 
source of information for estimating 
both income and expenditure for the 
budget period. 


In our manufacturing company we 
rely heavily on the cost system which 
is properly controlled by the general 
ledger which provides the information on 
which to base estimates of labour, 
material and overhead costs for the 
various units. 

Also invaluable is the comprehensive 
accounting classification and chart of 
accounts. All budgets are based on the 
accounting classification of the general 
and subsidiary ledgers, and the classifica- 
tion is uniform throughout the group of 
companies. This makes the comparison 
of estimates submitted by the various 
operating companies much easier. 


Lastly, under the heading of account- 
ing systems, our stock ledgers which 
record stocks of all classes in each com- 
pany or division are essential to the close 
control we exercise over stock holdings. 


3. A Clearly Defined Policy 


It is difficult to distinguish what is in 
fact a normal management planning 
function and what is a special policy 
defined for purposes of a budget. Well 
ahead of budgeting requirements, we are 
aware of company policy on the level of 
sales and special merchandising plans to 
mention only two of the many business 
policies to be reviewed. 
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4. Preparation by the Responsible 
Executives 
Each operating division prepares its 
own budget. Psychological advantages 
can be achieved when the executives 
responsible for the carrying out of a plan 
have a large voice in its preparation. 


The general managers know that whilst 
they have the authority in these matters 
they also have the responsibility of 
earning an adequate return on the funds 
under their control. In any business 
enterprise a measure of policy must be 
defined and spelled out to operating 
divisions. For example, the sales director 
indicates to the divisions the sales levels 
which it is felt could be achieved in the 
various areas, and divisional managers 
must of necessity bear these figures in 
mind when framing their sales budgets. 


Whose Responsibility? 

Perhaps the most important organisa- 
tional requirement for the budget is that 
proper arrangements are made for the 
preparation, submission, examination and 
review of budget figures — with one 
executive being in charge of the budgetary 
arrangements. 

As the chief finance executive, I am 
responsible for the budgeting work in 
our group of companies, but I exercise 
this duty as a staff officer for the 
managing director who takes a keen 
interest in the entire budgeting pro- 
gramme. 

The budgets for the various operating 
divisions such as motor vehicle manv- 
facture and distribution are prepared by 
the respective general managers. The 
actual work is largely carried out by the 
accounting departments within such 
divisions with the assistance of the 
various departmental managers. But it 
is made clear that the estimates given 
by the departmental managers are their 
estimates and that they will be held 
responsible for their attainment. The 
budgets when completed for each com- 
pany or division are submitted to me by 
the respective general managers as their 
estimates for the forthcoming period. 
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Upon receipt my staff immediately 
reviews them in the light of past actual 
performance. Where differences in 
budget estimates are disclosed these are 
discussed and analysed with the general 
manager concerned. This discussion may 
result in alterations to the budget as 
submitted, or it may result in the budget 
going forward with a detailed explana- 
tion of the reasons for the changes 
evident. 


The reviewed and summarised budgets 
are next discussed in detail by what 
could be regarded as the budget com- 
mittee, comprising the managing director, 
assistant managing director, sales director 
and myself. The budgets at this stage 
are summarised in comparison with past 
figures and all available information 
which will assist in the consideration of 
the estimates is at hand. Where neces- 
sary the budgets are discussed with the 
respective general managers and if 
alterations are made these are given 
effect to in the budget figures. 


review the 


On completion of this 
divisional managers are advised that their 


budgets are approved (or approved 
subject to certain amendments). 


When to Start 


A preliminary estimate of likely profit 

is made for the following reasons: 

(1) To ensure that the decisions of policy 
will result in an adequate profit having 
regard to the funds employed. 

(ii) To give an indication of the level of 
profits so that thought can be given to 
such matters as the dividend policy. 

_ This preliminary review of likely profit 
is prepared for a complete financial year 
and the figures cover the whole year (no 
attempt is made at this stage to show 
anticipated monthly-results). The review 
of the detailed budgets is prepared within 
our operating divisions during May each 
year. This gives time to digest the 
figures so that if any change of policy 
is required arising from the review of 
the figures the new policy can be 
discussed and advised before work must 
commence on the detailed budgets. 
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We prepare detailed budgets and 
financial forecasts with estimated balance 
sheet at the end of the period for six 
monthly periods and figures estimated 
are shown on a monthly basis. The 
detailed budgets are prepared during 
June so that they can be reviewed 
before the new financial year. Financial 
forecasts and estimated balance sheets 
are submitted at the same time and it 
is necessary to use the May balance sheet 
as the starting point for these statements 
(the June anticipated figures are taken 
in preference to the June budget figures 
and these are added to the six months 
of the new budget figures). At the 
beginning of each month we also prepare 
an estimate for that month to see if our 
budgeted profit for the month is likely 
to be achieved. 


Where to Start 

The starting point for the budget is 
the requirement of profits from the 
employment of funds. From this point 
we consider our level of sales — and the 
level of sales which it is felt can be 
achieved in the coming six months may 
well change our ideas on profits. 


After determining our sales figures we 
pass on to the manufacturing plans. 
Manufacturing facilities may well restrict 
volume of sales and production require- 
ment may change our ideas on sales. 
But subject to manufacturing facilities 
we are able to determine our manufac- 
turing plans and thus work out a monthly 
production schedule for our various 
models. In the motor industry it is 
usual to receive from distributors, firm 
orders four months in advance and 
estimates for the following two months, 
so that manufacturing can be fairly 
accurately planned six months ahead. 


Our distributing companies place their 
orders on our manufacturing company 
and they, like our other distributors, 
prepare orders based on the level of 
stocks and their budgeted sales. 


After these plans have been completed 
we are in a position to complete the 
individual budgets in detail. Australian 
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administrative headquarters expenses are 
budgeted, comprehensive budgets are 
prepared for the manufacturing company 
and for our distributing companies, and 
in each case full details of selling and 
overhead expenses are budgeted. At the 
same time, each company prepares its 
financial forecast and individual budget 
which when consolidated, portrays the 
effect of the proposed budget on the 
affairs of the company as a whole. 


Budgets Required 

In the final analysis there are in fact 
really only two budgets — the estimated 
profit and loss account and the financial 
forecast — with the estimated balance 
sheet at the end of the period prepared 
to prove the figures and to indicate the 
state of the company based on the 
budgeted profit and on the financial 
forecast. 


Before dealing with these principal 
facets of the budget I would like to 
mention the various estimates and 
detailed statements from which basically 
these three principal statements are 
compiled. They usually cover sales, 
selling expenses and production which 
includes estimates for labour, materials 
and overhead expenses and administra- 
tive expenses. 


1. Sales: 


The general manager of 
each of the motor vehicle distributing 


divisions has an unenviable task in 
preparing his estimate of sales for the 
coming six months. Admittedly he has 
received guidance from the sales direc- 
torate as to the likely over-all conditions 
in the market, and he has been informed 
of the contemplated level of sales but 
he has the sole responsibility of fixing 
the sales figure which he must achieve. 
If he sets the target too low, the figures 
will be unacceptable; if too high, and 
the figures are not achieved, there is 
little he can do to stop the flow of stock 
to him. He is faced with the physical 
problem of storing a large build-up of 
stock and maintaining it in a first-class 
condition. However, he has already 
committed himself at the time of prepara- 
tion of the budget to almost three 
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months’ firm orders so that he is already 
a long way along the road. 

The general manager’s sales executive 
must next evolve a sales forecast taking 
into account the following factors; 

(a) Past sales experience: This provides 

some measure of future probabilities, and 
a guide for the future to be considered 


in relation to forecasted business condi- 
tions. 


(b) Pricing policy: Are there any increases 
or decreases in prices which will affect 
his position in relation to the competi- 
tion? 


(c) New or improved models: Their effect 
on anticipated sales volume is problem- 
atical, but it cannot be ignored in pre- 
paring a sales budget. 


(d) Sales promotion and advertising: The 
degree of sales effort contemplated during 
the budget period—gauged by the amounts 
to be spent on sales promotion and ad- 
vertising—must be borne in mind in arriv- 
ing at the likely level of sales. 


(e) General business conditions: This is one 
of the most important factors to be 
considered. Here the sales executive is 
helped by the sales directorate, but he 
must take into account present and future 
business conditions in the particular terri- 
tories within his area. 


Having prepared his sales estimate, 
the sales executive (and the general 
manager who has adopted it) are then 
bound by the figures. He must do every- 
thing possible to achieve sales figures at 
least as high as his estimates. He knows 
that wide discrepancies will seriously 
upset his organisational plans and 
position, as well as the overall situation 
of the manufacturing plant. 


2. Selling Expenses: To achieve the 
budgeted sales figures it is mecessary to 
incur expenditure — and this expenditure 
has been found difficult to control. 
Unless controlled it is apt to increase 
at a greater rate than the sales volume 
increases. Selling expenses have been 
increasing rapidly over the last decade 
and it is still difficult to find satisfactory 
standards by which to judge them. 


We have developed a set of standards 
from which we prepare our selling 
expenses budget. 
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Selling expenses are divided into three 
categories: Selling expenditure, advertis- 
ing and packing and transport costs. 


The principal selling expense is usually 
salesmen’s salaries and commissions. It 
has been found preferable to remunerate 
retail and wholesale sales representatives 
on a combined salary and commission 
basis. For retail sales obviously com- 
mission is essential as payment. The 
commission basis is related to the number 
of units the salesman should sell, but he 
is penalised if his sale is subject to 
“loading” — the giving of a special dis- 
count by loading the price at which we 
purchase the traded car. For wholesale 
representatives, commissions are based 
on the total sales to dealers in their 
individual areas. From time to time it 
is necessary to give special commissions 
if certain types of units are to be sold 
quickly —the so-called liquidation of 
stock prior to a new model announce- 
ment. 

To control salesmen’s expenses, they 
are based on a fixed expense allowance 
relative to the requirements of the area. 


There are many methods for budgeting 
advertising, but no particular way is 
entirely successful. It is simple to relate 
advertising as a percentage to sales, or 
to levy a certain amount per unit sold 
and from a practical point of view this 


can be an excellent method. But it is 
important also to work out a detailed 
advertising plan to accomplish a specific 
objective and to ascertain what the total 
cost of this plan may be. We may well 
have to provide during the budget period 
for aa advertising appropriation to 
successfully launch a new model. This 
expenditure would be over and above 
our normal advertising requirements. To 
expend moneys on advertising according 
to a specific plan must always be the 
way to achieve maximum value for the 
expenditure incurred. 


The further general classification of 
sales expenses covers storing, packing 
and transport costs. We are all aware 
of the conflict of opinion about the 
correct accounting for these costs. In 
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the final analysis they must follow the 
organisational set-up. For _ instance, 
interstate freight on motor vehicles is 
regarded as a manufacturing expense, as 
the manufacturing company arranges for 
distribution throughout Australia (but 
this does not mean that our distributors 
necessarily have to pay sales tax on it). 
Similarly packing costs at the spare parts 
bulk store are costed into the products 
purchased by the distributors as the parts 
are packed into the Stanpart carton at 
the bulk store. But costs of handing 
over the motor vehicle to the retail client 
or to the dealer are selling expense costs, 
which are borne by the distributing 
companies. 


As our selling organisations are distinct 
entities from the manufacturing company, 
budgets for sales and sales expenses are 
co-ordinated into a complete budget to 
cover the distribution functions. To 
achieve this, purchase costs must be 
worked out and estimates prepared of 
the level of discounts or other special 
payments envisaged in the period covered 
by the budget. 


It is suggested that a unit cost state- 
ment should be prepared in conjunction 
with the sales and sales expense budgets. 
We have found that these statements are 
invaluable for comparing trends between 
actual and budget figures and between 
the various budget periods. They high- 
light movements of items of expense 
which perhaps may not be noticed, and 
help keep down the level of total selling 
expense. 


3. Production: The manufacturing or 
production budgets should be prepared 
so that the stock anticipated in the sales 
budget will be available for distribution 
as and when required. 


(a) Production Forecast: The production 
budget is the estimate of the production 
volume for the budget period. Stocks of fin- 
ished goods play an important part in esti- 
mated production needs and regulating pro- 
duction to sales. 

Production can be either for direct delivery, 
or it can be either wholly or partly for stock. 
Where it is for stock, the production estima: 
represents the quantity of goods to be ieee’. 
less the opening stock, but plus the requir:d 
closing stock. 
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In our company, production is planned prin- 
cipally for delivery to distributors in accord- 
ance with orders lodged, but in order to bal- 
ance the production programme to obtain the 
maximum utilisation of plant facilities, and 
to ensure as far as possible a stable labour 
force, production for stock to a certain extent 
must be followed. This is kept to a minimum 
in view of the difficulties associated with stor- 
ing motor vehicles. for a lengthy period. 


The production programme sets out the 
number of the various types of vehicles to 
be manufactured each month and shows the 
production requirement of each particular 
model. 

(b) Labour: After the production forecast 
is completed it is necessary to determine the 
requirements of direct labour. In many in- 
dustries—and car manufacturing is one of 
them—the requirement of labour is in fact 
taken into consideration in planning the pro- 
duction programme itself. It is important that 
a constant labour force should be maintained 
and if there are changes in the monthly mix 
of models, labour requirements can fluctuate 
widely if the only factor looked at is a con- 
stant level of output in units produced. Our 
range of vehicles extends from the light car 
class through the medium priced field to the 
top bracket of luxury cars and heavy trucks 

-and the labour requirement of each class 
varies considerably. 

The labour budget from the financial point 
of view is the basis of the estimates of cash 
requirements for payroll purposes. Supple- 
menting the payroll there is usually the in- 
direct labour and salaries schedules which are 
summarised, with the labour payroll, for **~ 
financial forecast. 

(c) Materials Budget: The budget of mate- 
rial requirements expresses the quantity of 
material required each month in units of 
physical volume. My comments, in regard to 
the material budget will refer only to pro- 
duction materials, but the same _ procedure 
and remarks wil! apply in respect to indirect 
materials. 

Estimates of materials are required by the 
purchasing department to enable the materials 
to be procured and for the accounting depart- 
ment for the preparation of the budgeted cost 
of sales. 

Bills of materials are the basis for prepar- 
ing estimates of material requirements and 
these are prepared by either the engineering 
department or the estimating department. It 
is often convenient when preparing material 
estimates to relate material usage to labour 
hours or labour cost, and this method is used 
for budgets in our service stations, and the 
electrical contracting company. Based on the 
bills of material, however, it is a simple matter 
to compute the material required monthly by 
multiplying the production of each type of 
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unit by its material standard requirement. 
Regard must always be paid to the wastage 
and spoilage factor. 


(d) Purchase Budget: This budget is the 
purchasing department’s plan for ensuring 
that materials are on hand in line with the 
production requirements. The purchase budget 
is of prime importance in financial forecast- 
ing, particularly when the lead time for pur- 
chasing is protracted as is the case when im- 
ported materials are required. 


It is surprising., however, how much the 
levels of stock can be reduced by carefully 
planned buying and by management fixing 
the maximum permissible stock carrying limits 
One of the most difficult purchasing tasks 
in our organisation is the provision of spare 
parts. We have something like 45,000 differ- 
ent items and maximums and minimums must 
be set for each item within economical limits 
What is often overlooked, and what is always 
to the fore in our minds in respect to spare 
parts, is that the maximum and minimum lim- 
its require constant revision and attention— 
the requirements of the part may change, the 
delivery delay on the part may change. In 
fact, so great is the problem of spare parts 
provision that we are currently looking into 
the possibility of using electronic data pro- 
cessing equipment which will automatically 
update the thousands of records necessary for 
adequate stock control. 


(e) Manufacturing Expenses or Overheads 
Also associated with the production budget 
is the budget of manufacturing expense or 
overhead. Nowhere perhaps, is the classifica- 
tion of accounts more essential than in the 
budget of manufacturing overhead. This is so, 
not only from the point of view of the classi- 
fication of the expense item itself so that the 
individual items can be properly controlled, 
but also from the point of view of classifica- 
tion into the so called categories of fixed and 
variable expenditure. I feel that much can 
yet be achieved in obtaining the co-operation 
of factory foremen so that they realise the 
importance of keeping expenses under their 
control within the prescribed limits. This re- 
quires detailed account segregation, but | 
am sure that if an honest attempt is made to 
put the principles into practice, the results 
will be surprisingly good. 


In regard to fixed and variable expenditure. 
much more can be done to provide effective 
means of control. Where volume changes it 
is essential for quick budgeting, to know what 
items of overhead should remain static and 
what items should fluctuate directly with 
labour cost. It has been found that we can 
achieve a fairly constant relationship between 
labour cost and variable overheads, but it is 
essential to recognise the dangers inherent in 
the approach to fixed and variable expenditure. 
Fixed expenditure is only a relative term and 
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Facts and Figures talk loudest! 


It’s correct! One FACIT CALCULATOR 
plus one operator equals four clerks. 


The world’s simplest, fully automatic 
calculator at work in your office costs less 
than 2/- a day. One clerk costs £3 a day. 
These low costs against the wages of four 
clerks pinpoints quickly how a FACIT 
saves pounds daily in any office. 


Facit Calculators employ only ten keys 
to handle all arithmetic. Anyone 

who knows simple arithmetic can operate 
a Facit within 10 minutes. 


Proof of the pudding is in the 
eating — see below, please! 


Phone us and we'll place a free “helper” at your 


service for 14 days 


FACIT 


| CAI=*183 


} 





FULLY AUTOMATIC CALCULATOR 


— the “extra” clerk 
for every office 


Sole Australian Distributors: 


SYDNEY PINCOMBE PTY. LTD. 


SYDNEY, MELBOURNE, HOBART, CANBERRA, NEWCASTLE, WOLLONGONG, LISMORE 

AGENTS—BRISBANE: Roy Henry & Co. Pty. Ltd, 329 Adelaide Street. PERTH: Edwards Business 
Machines Pty. Ltd., 671 Hay Street. ADELAIDE: Office Equippers Ltd, 144 North Terrace. SALES AND 
SERVICE also at Dubbo, Bathurst, Cowra, Braddon (A.C.T.), Warragul, Bendigo, Launceston, Devonport, 


Geraldton, Kalgoorlie, Darwin, Townsville, Mackay, Cairns, Toowoomba, Maryborough, Mt. Isa 
cAlise 
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if volume is increasing it will be found that 
there are several plateaus of fixed expenses. 
In regard to manufacturing overhead I would 
like to stress the following items: 


1. Where practicable, express indirect mate- 
rials in a volume figure rather than in a 
monetary figure for effective control in 
the factory. 


. Give foremen or divisional managers a 
statement of the number of indirect items 
he is permitted to carry under each cate- 
gory and let him know the ones consid- 
ered fixed. 


3. Be sure that there is a definite estab- 
lishment for salaried staff. Don’t add to 
it unless you have good reasons. 


Be careful regarding the maintenance 
budget. It is the number of men working 
in the maintenance department that sets 
the level of this expense. Be sure that 
maintenance is planned as far as possible 
and that each man has a definite work 
schedule. 


4. Administrative Expenses: This budget 
represents the executive and administrative 
functions of the organisation. The guiding 
principle in its compilation and control should 
be close control over the staff establishment. 
Nowhere, to my mind, is it more important 
to keep the numbers down. Personnel in this 
category are usually highly priced and they 
attract a great deal of related expense. In 
fact, at one stage we computed that an exe- 
cutive, if you take into account all expenses 
directly associated with his salary, travelling 
expenses, motor car, telephone and stationery 
and secretary, is really costing you double 
the salary you actually pay him. 


One tends at headquarters, to take over 
functions which are truly, if I may use the 
Army phrase “line” responsibilities. It is best 
to regard the administrative headquarters as 
a staff headquarters, with the operating divi- 
sions carrying out all the functions which are 
their own responsibility. 

The administrative expense budget does not 
present any preparation difficulties. Control is 


achieved by close and constant review of in- 
dividual items of administrative expense. 


Will the Proposed Budget Work? 


Before discussing the two principal 
budgets — the estimated profit and loss 
statement and the financial forecast — 
I would like to consider for a moment 
the vexed question which is often raised 
after so much detailed work involved in 
budget preparation—will the budget now 
proposed work? 
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In the beginning I outlined some 
preliminary preparations which must be 
undertaken before the budget can be 
attempted. If the budget does not 
incorporate the policies of the company 
it is useless, and it will not work. Further 
if there is no clearly defined organisation, 
or an accurate accounting system, the 
budget cannot be carried into effect and 
it will not work. 


But more essentially if the budget has 
been prepared in such a manner that it 
represents an unattainable standard of 
performance, then the budget will not 
work. 


But if the executive who is responsible 
for the budget has had a part in formulat- 
ing it, and he regards it as a management 
aid prepared for his help and guidance, 
then the budget proposed will work. 


If the budget’s psychological effect on 
the organisation as a whole is recognised, 
then the budget becomes an effective 
management tool. The budget can be 
the basis for the psychological approach 
to certain objectives because it provides 
specific targets, it outlines personal 
responsibility, provides for recognition of 
achievement, necessitates division of 
responsibility and promotes co-operation. 


If approached in this way by the whole 
organisation, the budget proposed will 
work. 


Estimating the Profit and Loss Statement 

The principal budgets comprise the 
estimated profit and loss statement, the 
financial forecast and the estimated 
balance sheet. 


The estimated profit and loss state- 
ment is the final summary of the budget. 
It represents the total build-up of the 
detailed budgets and presents a complete 
forecast of profit and loss for the budget 
period. 


It is a unified statement of the profit 
objectives of the various departmental, 
divisional or company budgets and it 
indicates the return which may be 
expected on the funds invested in the 
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business. At headquarters of my own 
company the estimated profit and loss 
statement represents the final summary 
of the estimated profits from each of the 
divisions or companies of the group. 
From these profits are deducted the 
estimated administrative expenses and 
the statement is carried through to a 
point showing deductions for payments 
to outside shareholders of subsidiary 
companies and for estimated income tax. 
We usually show these budgeted profits 
in comparison with past budget and 
actual figures for a similar period. 


Supporting the summary sheet is a 
further estimated profit and loss state- 
ment showing the budgeted figures month 
by month for each of the divisions and 
companies. 


In our individual companies an esti- 
mated profit and loss statement is 
virtually prepared for each department 
of each company. For example. in a 
motor vehicle distributing company we 
would prepare separate profit and loss 
statements for: car sales (retail), car 
sales (wholesale) used cars, spare parts 
and service. Each statement corresponds 
with the form in which we take out 
monthly accounts. 


On all statements, both at company 
level and on the summary statements, 
unit sales and production figures are 
shown wherever applicable. Unit figures 
have been found invaluable. 


Similar remarks apply to the prepara- 
tion of the estimated profit and loss 
statements for the manufacturing com- 
panies. Here we show sales less cost of 
sales — and the cost of sales represents 
the cost of labour, material, overhead 
expenses, tooling write-offs and shipping 
charges. We apply overhead expenses to 
labour cost and write off accordingly, but 
detailed statements of overhead expenses 
in each division of the manufacturing 
company support the statement of sales 
and cost of sales. 


Financial Forecast 


The financial forecast is a summary 
of the estimated cash receipts and dis- 
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bursements over the period of the budget, 
It is of itself, a plan for the flow of cash 
and is closely related to individual items 
in the estimated profit and loss statement. 


Those who have to rely on bank 
accommodation know only too well that 
the financial forecast to the banker js 
the company’s only budget. With the 
estimated balance sheet it is the basis 
on which he assesses the company’s 
operations. 


Our manufacturing companies are 
progressively increasing the Australian 
content of their products, but imported 
materials still consume a large part of 
our finances. The imports are financed 
through extended drafts through banking 
channels and our financial forecasts show, 
in addition to the balance of our current 
account month by month, the estimated 
level of surrendered bills of lading at 
the end of each month. 


Each company within our group 
prepares its own financial forecast to 
cover the period of the profit budget and 
these are consolidated into a master 
forecast. To facilitate consolidation we 
do not allow any financial payments 
between our companies (apart from the 
companies we own in which there are 
outside shareholders). Where neccssary 
funds are transferred between companies 
to maintain small operating balances in 
the individual bank accounts. 


The financial forecasts show monthly 
the opening balance of the bank account, 
the estimated receipts, the estimated 
expenditure and the balance at the end 
of the month. 


Figures for receipts are taken from 
the sales figures in the budget after 
allowing for the level of debtors at the 
beginning of the period and the antici- 
pated level at the end of the period. For 
normal sales it is usual to provide that 
there are always debts outstanding repre- 


senting two months’ sales —so_ that 
receipts represent sales made two months 
previously. In the motor industry, sales 
of motor vehicles and tractors are on a 
cash basis. Whilst this is a happy state 
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of affairs it does have drawbacks. If 
sales are slow in any month, the effect 
on the cash position is immediate and 
there is no delay of two months in which 
to cushion the effect of the fall in sales. 


Included in the receipts side of the 
financial forecast there will also be any 
receipts of a capital nature, new capital 
subscriptions, temporary or permanent 
loans, etc. 


Figures for disbursements are taken 
from the budget in respect to overhead 
or selling expenses. Figures for material 
purchases, wage and salary payments, 
items of a capital nature and other 
special payments require individual 
attention. 


Items of overhead and selling expenses 
(apart from wages, salaries and deprecia- 
tion) are taken directly from the budget 
and represent budget figures one month 
later, if payments are on a 30-day basis. 
Again, adjustments must be made for 
creditors at the beginning of the period. 
They require classification into the 
various categories of disbursements 
shown in the forecast. Items overhead 
or selling expense which represent large 
individual payments are best segregated 
in the forecast and shown separately in 
the month of payment; for example, 
insurance, interest on mortgages, income 
tax, etc. 


Depreciation is not an item of over- 
head which affects the financial forecast. 
It is a cost which is written off directly 
to the asset account on the balance sheet. 


Wage and salary payments require 
separate treatment as pay days do not 
necessarily coincide with the monthly 
charges in the estimated profit and loss 
statement. This is so particularly in 
direct labour costs as here labour written 
off in sales does not necessarily agree with 
the expenditure on labour. 


Figures for material purchases will be 
based on the materials purchase budget. 
Where overseas payments are involved 
i respect to material purchases, care 
must be exercised that the due date for 
Payment of extended bills is correctly 
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calculated and shown in the correct 
month for debit to the current account. 


Capital expenditure is usually the 
basis of a separate complete projection 
for the budget period and it is wise that 
personnel preparing the capital expendi- 
ture budget show estimated dates for 
payment. Apart from special plans 
for capital expenditure it should be 
remembered that there is always a flow 
of normal fixed asset replacements and 
provision should also be made for this 
expenditure. 


Finally, on the disbursements side, 
provision should be made for any capital 
repayments planned and provision should 
be made for the payment of interim or 
final dividends (these will have to be 
estimated in line with past practice and 
the budgeted profits). After all entries 
have been made in the financial forecast. 
monthly totals can be arrived at and 
the bank account balance at the begin- 
ning and end of each month computed. 
When this is done it will be found that 
in certain months the limit has been 
exceeded and payments will have to be 
arranged differently. 


Estimated Balance Sheet 


The budget programme can now be 
completed. We can now take out an 
estimated balance sheet at the end of 
the budget period to check whether the 
accounting work in the budget is accurate 
and whether the balance sheet at the end 
of the period discloses a set of circum- 
stances which could be regarded as being 
satisfactory. 


It is of the utmost importance that 
the arithmetical accuracy of the budget- 
ing work should be checked by the 
taking out of an estimated balance sheet. 
After all, all you are doing is preparing 
and posting a private ledger from the 
total figures shown in the estimated 
profit and loss statement, the financial 
forecast and the balance sheet at the 
beginning of the budget period. 


But it is useless to complete the 
estimated balance sheet and rest content 
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with the arithmetical accuracy of the 
work. Every item on the balance sheet 
must be reviewed individually and you 
should be convinced that you know what 
each item represents and be happy that 
the figures are reasonable. 


Perhaps if several items on the balance 
sheet at the end of the budget period are 
considered again the importance of the 
double check will be realised. 


Profit and Loss Appropriation Account. 
The balance on this account represents the 
opening figure plus the anticipated profits as 
per the estimated profit and loss statement 
less the dividends provided for payment in 
the financial forecast. It is also wise to provide 
for the final dividend by creating a provision 
for dividend account. 


Fixed Assets. The balance of fixed assets 
represents the opening balance of fixed assets, 
the new capital additions as per the financial 
forecast, less the depreciation charged in the 
estimated profit and loss account. 


Stock on Hand. The figure of stock repre- 
sents the opening balance, purchases for the 
period as per the material purchases budget, 
expenditure for labour and overhead applied 
thereto, less the cost of goods sold as per the 
estimated profit and loss statement. It is im- 
portant that this account be fully analysed 
to ensure that the stock holding in each clas- 
sification of stock is within the limits set down 
in the review of working capital. It is also 
wise to make sure that each classification 
makes sense, as from personal experience it 
is this account which gives the greatest bother 
in reconciling the estimated balance sheet. 


Sundry Debtors. The balance of sundry 
debtors represents the opening balance plus 
sales, less cash receipts from debtors. Again 
it should be ensured that the balance repre- 
sents the basis of debtors outstanding which 
has been provided. 


Bank Overdraft. On the assumption that the 
current account is in overdraft, this balance 
should be the final figure showing in the finan- 
cial forecast. 


Sundry Creditors. The balance of sundry 
creditors is arrived at by adding to the open- 
ing balance the amount due to creditors 
month by month from the materials purchase 
budget, and from the overhead section of the 
estimated profit and loss statement. Deducted 
from these figures are the actual cash payments 
from the financial forecast. If payments are 
on a 30-day basis the amount of creditors 
can be easily checked. 

Accrued Accounts. Balances of such items 
as wage and salary payments, special over- 
head expenses, etc., are included in this 
account and need full reconciliation. 
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After this detailed review of the projected 
balance sheet, time should be taken to peruse 
the document generally and compare it with 
the previous balance sheet. Any unfavourable 
and unsuitable tendencies should be corrected. 


Approval by Board 


In as much as the budget is a plan 
whereby the activities of the company 
are co-ordinated and judged as to 
achievement it follows that the managing 
director should appraise the proposed 
budget in its entirety. 


How this review is facilitated and how 
the managing director’s final approval is 
transmitted to the heads of our opera- 
tional divisions and companies has 
already been covered. 


But it still remains for the board of 
directors to be informed of the proposed 
budget plan, advised of the proposed 
financial arrangements necessary to carry 
it into effect and for the board’s final 
formal approval to be obtained. 


In our company the budget in its 
entirety is presented to the board in the 
form of graphs. Fourteen graphs are 
used and they form the basis for plotting 
actual results month by month in 
comparison with the budget figures. The 
graphs used cover sales and production 
statistics, profits for the group as a whole 
and for the principal operating com- 
panies, balance sheet movements showing 
particularly details of stock and finally 
the financial position comprising both 
bank overdraft and surrendered bills. 


Conclusion 


In conclusion I would caution against 
the natural tendency to usurp and 
criticise managerial functions in your 
attitude to the budget. In the final 
analysis it is not the accountant who 
makes the budget work — it is the 
managers responsible for the control of 
the various functions of the business. The 
accountant has created in the budget a 
fine management tool which in turn has 
been handed over to the line personnel. 
The accountant can contribute further 
to the effective functioning of the budget 
by creating in others the desire to see it 
work. 
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Recent Legal Decisions 


Void Bill of Sale 


A bill of sale can be a rather 
“chancy” form of security, as even 
relatively slight misdescriptions on 
the document of the parties to it 
can invalidate it. A recent illustra- 
tion of this is provided by the Vic- 
torian case of Fashion Craft v. 
Adler (1960) V.R. 275. 


The Instruments Act 1958 (Victoria) 
provides in Section 35(2) that the busi- 
ness or Occupation of the grantor of a 
bill of sale shall be set forth in the docu- 
ment. “Occupation”, for this purpose, 
means the trade or calling by which the 
grantor of the bill ordinarily seeks to 
gain his livelihood. No doubt the need 
for precise and accurate description of 
the grantor exists so that if any enquiry 
should be made at the place where the 
grantor resides he can be readily identi- 
fied by the description of him contained 
in the bill of sale. 


In the case under discussion the plain- 
tiff had obtained judgment against the 
defendant and, the judgment remaining 
unsatisfied, had levied execution against 
the defendant's goods. Pursuant to the 
execution the sheriff seized certain furni- 
ture apparently belonging to the defend- 
ant, whereupon a third person, Mutual 
Trade Credits Pty. Ltd., claimed that it 
was entitled to the furniture seized as the 
grantee of a bill of sale given over it by 
the defendant. If this bill of sale were 
valid, Mutual Trade Credits’ claim 
would have prevailed, but the question 
was, was the bill of sale valid? 


_ The defendant was a married woman 
living with her husband, and in the bill 
of sale her occupation was given as 
“home duties.” In normal circumstances 
that would have been a sufficient de- 
scription, but at the time the bill of sale 
was given the defendant was in fact em- 
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ployed in a factory and was earning 
money therefrom. Therefore, said the 
plaintiff, the expression “home duties” is 
not a proper description of the defend- 
ant’s occupation. In the circumstances 
the court (Gavan Duffy, J.) upheld this 
contention. The result was that the bill 
of sale was invalid because of the mis- 
description of the grantor —it was in- 
operative and of no effect either at law 
or in equity — and from this it followed 
that the claim laid to the furniture by 
Mutual Trade Credits could not prevail 
over the claims of the execution creditor. 


* + + 


Municipal Auditor’s Duty of Care 


The case of Shire of Frankston 
& Hastings v. Cohen (1960) A.L.R. 
249 is an instructive and important 
one as regards the position of muni- 
cipal auditors under the Local 
Government Act (Vic.). 


Pursuant to that Act an auditor had 
been appointed by the Governor in 
Council as auditor for the municipality 
of Frankston and Hastings. It was later 
alleged by the municipality that the audi- 
tor had conducted the audit negligently, 
thereby facilitating the misappropriation 
by an officer of the council of the muni- 
cipality of a substantial sum. When the 
municipality brought proceedings against 
the auditor the auditor took the point 
that he owed no duty of care to the 
municipality, so that the action was not 
maintainable. 


The auditor was a municipal auditor 
who held the requisite certificate of com- 
petency. He was appointed by the 
Governor in Council to be auditor for 
the municipality. And in the Supreme 
Court of Victoria, Smith, J., held that 
these circumstances did not place him 
under any duty to the municipality to 
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use care and skill in auditing the ac- 
counts. His Honour took the view that 
an auditor appointed by the Governor 
in Council under the Local Government 
Act was required to exercise quasi- 
judicial functions, and that as such he 
owed no duty of care to anyone, and 
could not be made liable for something 
done or omitted in that capacity unless 
it was done mala fide. On appeal the 
High Court reversed this decision, hold- 
ing by a majority of four to one that an 
auditor so appointed did owe a duty of 
care and skill to the municipality. 


The case turned solely on the inter- 
pretation of the Local Government Act, 
as there was no contract at all between 
the auditor and the municipality. 


In the course of his judgment (which 
was concurred in by the Chief Justice) 
Fullagar, J., took the view that the Local 
Government Act requires that the audi- 
tor shall audit the accounts, and in re- 
quiring that the Act is just as much con- 
cerned with protecting the municipality 
and the council from fraud as with en- 
suring that the council itself keeps with- 
in the law. (In other words, one of the 
main purposes of an audit is the detec- 
tion and prevention of fraud.) There- 
fore the auditor must be subject to a 
duty to exercise reasonable care in carry- 
ing out his audit of the accounts, and 
that duty is owed to the municipality. 


Menzies, J., summarised the pro- 
visions of the relevant part of the Act, 
and from them drew the following con- 
clusions: — 

1. Auditors, whether elected or ap- 
pointed by the Governor in Coun- 
cil, are auditors of and for the 
municipality, and the method by 
which a person becomes an auditor 
is not really significant in determin- 
ing his relationship to the muni- 
cipality. 


The relationship between the 
municipality and the auditor is not 
a contractural one. Whatever duties 
the auditor owes to the muni- 
cipality, therefore, depend on the 
character of the office. 


The auditor for a municipality js 
a watchdog on the council and its 
officers for the benefit of the muni- 
cipality as an authority of the State 
and of those who deal with it, 
whether as ratepayers or otherwise. 

If a person is to perform the task 
of auditing the accounts of a muni- 
cipality he must be both dis- 
interested and expert. 

The expert knowledge required of 
an auditor is the ability to deter- 
mine whether the accounts of a 
municipality are complete, true and 
correct. 

Acceptance of these conclusions, His 
Honour went on, while not necessarily 
requiring. the further conclusion that an 
auditor is under a duty to the muni- 
cipality to conduct the audit honestly 
and with reasonable skill and care, did, 
for him, justify that conclusion. 


+ + + 


Document Mistakenly Signed 


If a person signs a document, 
mistakenly believing it to be of one 
kind, when it is in fact of another 
and different kind, it is open to him 
to defend an action brought against 
him on his signature on that docu- 
ment by pleading non est factum — 
that since his mind did not accom- 
pany his pen it is not his deed. 


This defence will ordinarily prevail, 
even though he has been negligent in 
signing the document, unless the docu- 
ment in fact signed is a negotiable instru- 
ment, in which case the negligent signer 
cannot resist the claim of a holder in 
due course by pleading non est factum. 
Where, however, the document negli- 
gently signed is not a negotiable instru- 
ment, the negligence of the signer ap- 
pears to be immaterial — the defence of 
non est factum is still available to him. 


This is a somewhat anomalous post 
tion, but it seems to be the result of the 
decision of the court of appeal in Carlisle 
& Cumberland Banking Co. vy. Bragg 
(1911) 1 K.B. 489, a case which, despite 
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criticism, has never been overruled, and 
which, as appears from the recent case 
of Carlton and United Breweries Ltd. v. 
Elliott (1960) V.R. 320, is still to be 
treated as an authority on this point. 


In the last mentioned case F, by 
fraudulently telling the defendant that it 
was a business reference, persuaded the 
defendant to sign a document by which 
he guaranteed payment by F to the 
plaintiff for goods supplied to F. The 
defendant, so the court found, did not 
know that the document was a guaran- 
tee, nor did he intend to sign a guaran- 
tee, but he nevertheless acted negligently 
in signing it. Yet, in an action brought 
by the plaintiff against the defendant on 
the guarantee, the court held that the 
defendant’s negligence was immaterial 
and that he could rely on the plea of 
non est factum. 


If the document so signed had been a 
negotiable instrument, the position would 
have been otherwise — the signer’s neg- 
ligence would have denied this defence 
to him. So that where the signer is neg- 
ligent his liability may depend on sheer 
chance—namely, whether the document 
is or is not a negotiable instrument. Yet 
in each case he is, of necessity, quite 
unaware of the true nature of what he 
has signed! 


+ + 


Trust, or Imperfect Gift? 


It is well known that a court will 
not perfect an imperfect gift by 
treating it as a trust for the benefit 
of the intended donee, but if it is 
clear that the “donor” intended to 
constitute himself a trustee, and if 
the terms of the trust are estab- 
lished with sufficient certainty, the 
dealing will be treated as a valid 
trust. 


That is what happened in Re Arm- 
strong (1960) V.R. 202. There a tes- 
tator had lodged two sums of £1,500 
each with a bank on fixed deposit for a 
period of 24 months. At the time of 
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doing so he had told the bank manager 
that it was his intention to create a fund 
for the benefit of each of his two sons, 
X and Y; that he did not want to make 
a gift to them, but that he wanted to 
receive the income from the investments 
himself during the term thereof, and that 
his sons were to be entitled to the princi- 
pal sums invested on the maturity of the 
investments following the  testator’s 
death. The bank issued two deposit re- 
ceipts, one of them including the words 
“A (the testator) in re X” and the other 
including the words “A in re Y.” Each 
deposit receipt was endorsed with a 
statement that it was not transferable 
and that “payment will be made only to 
the depositor.” 


The testator died before the expiration 
of the 24 month term for which the 
deposit was made, and the question was 
whether his sons, X and Y, were en- 
titled to the sums so deposited. The 
Supreme Court of Victoria (Herring, 
C.J.) held that they were. What the 
testator had done was not to endeavour 
to make a gift of the amounts to his 
sons; in fact, so far from intending to 
make a gift to them of the choses in 
action represented by the deposits, he 
had clearly, as his conversation with the 
bank manager showed, intended to keep 
the income from the investments for him- 
self. But he had contemplated that the 
sons would enjoy the principal sums, but 
only after his death. This was supported 
by other evidence that the testator was 
concerned to provide £1,500 each for X 
and Y to enable them to purchase stock 
after his death, so that they could carry 
on a dairy farm on a property which he 
had left to them by his will subject to a 
life interest in favour of his widow. 


In the result, therefore, the transaction 
was held not to be an imperfect gift. 
What the testator had done amounted to 
a sufficient declaration that he was 
minded to constitute himself a trustee of 
the deposits for the benefit of his sons, 
and as the terms of the trust could be 
ascertained with sufficient certainty the 
sons were entitled to the benefit of the 
investments accordingly. 





Current Problems Discussed in 
Overseas Journals 


Notes prepared by members of the teaching staff in 
the Department of Accounting, University of Melbourne. 


Auditing 

The Journal of Accountancy, May, 
contains an article entitled “An Auditor 
Looks at Labour Unions”, in which 
Warren A. Schneider deals with some 
aspects of labour union audits. He 
discusses union financing, union audit 
programmes and some special problems 
which may be met in such audits. 


As a result of concern regarding the 
liability of an auditor for claims for 
alleged negligence in carrying out an 
audit, The Cape Society of Accountants 
and Auditors requested opinion of 
counsel concerning certain aspects of an 
auditor’s duties and responsibilities. This 
opinion has been published as a supple- 
ment to The South African Accountant, 
June. Most of the cases cited by counsel 
are decisions of English courts and there- 
fore would influence decisions on similar 
questions arising in Australia. 


Banking 

In “Bank Accounting — Its Problems 
and Progress”, N.A.A. Bulletin, May, 
W. H. Wieland describes the application 
of managerial accounting concepts and 
procedures in banking. 


Costing 

W. L. Ferrara, “An _ Integrated 
Approach to Control of Production 
Costs”, N.A.A. Bulletin, May, criticizes 
the usual approach to cost control 
because it starts from the accumulation 
of variances from standard. It is really 
after-the-fact cost control; waste occurs 
before cost control can perform its 
function of eliminating the continuance 
of waste. The integrated approach to 
cost control which he suggests is based 
on the questions “what has gone wrong?” 
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and “what has already been done to 
eliminate these unsatisfactory factors?” 


“Test Costing” is the subject of an 
article by G. Eric Barr in The Canadian 
Chartered Accountant, May. The author 
suggests that test costing seldom receives 
the consideration it deserves. He claims 
that in many cases it provides the 
advantages of pre-determined costs with- 
out the expense involved in deriving the 
data necessary for the operation of a 
fully-fledged standard cost system. It 
can also be invaluable to small businesses 
which do not have the personnel neces- 
sary to operate a system integrated with 
the general books of account. 


Companies 

Poor attendance of shareholders at 
annual general meetings is not a new 
thing, according to A. H. Boulton, who 
writes on “The Twilight of the Share- 
holder” in The Accountant, 21 May. In 
discussing the question “Where should 
authority dwell?” he asserts that the 
interests of employees, consumers and 
the community at large need to be linked 
in some way with those of shareholders 
in determining the source of authority 
for a company. 


Insurance 

In the N.A.A. Bulletin, May, J. R. 
Neyrey shows how “Functional Costing 
in a Life Insurance Company” provides 
a valuable tool for planning, cost and 
price determination, and performance 
measurement. 


Learning Curve 

The learning curve depicts the fact 
that, as quantities produced doubles, a 
steady reduction in unit cost results from 
increased efficiency which arises from the 
repetition of an operation. In Cost and 
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Management, May, J. N. Siersema, “The 
Learning Curve”, describes the theory 
and application of the curve and demon- 
strates its use. 


Leases 
In the N.A.A. Bulletin, May, C. A. 
Carroll, “Long Term Leases as a 


Financing Device”, considers the validity 
of some advantages and disadvantages 
claimed for leasing in preference to 
purchasing a fixed asset. 


Management Accounting 


In an article entitled “Management by 
Division”, Accountants’ Journal (U.K.), 
May, A. H. Taylor considers reasons 
for and against maintaining control of 
very large organizations by subdivision 
into operating units with relatively inde- 
pendent managements. It is suggested 
that there is a critical point where, “owing 
to the ramifications and size of the 
business, the sources of profit and loss 
have become confused behind a welter 
of arbitrarily-spread expense.” The 
balance of the advantages of clearly 
perceiving sources of profit against the 
disadvantages of diseconomies of admini- 
stration is considered. 


Operations Research 


“Operations Research” is the title of 
an article in two parts in the April and 
May issues of The Canadian Chartered 
Accountant. The author, Patrick J. 
Robinson, aims at drawing attention to 
the problems facing management, the 
basic methods of operation in business 
research, and the accountant’s responsi- 
bility. He points out that accountants 
have developed accounting “models” 
which have gained acceptance in the 
past; and he suggests that the real 
problem and challenge to the profession 
is to evolve more suitable and usefully 
descriptive models of business for 
analytical and control purposes. 


Price-Level Changes 

In the New York Certified Public 
Accountant, May, Delmas D. Ray, 
“Accounting Profits and Business Fluc- 
tuations”, examines the theory that 
traditional accounting techniques may 
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operate to accentuate economic fluctua- 
tions. It is generally accepted by 
economists that private business invest- 
ment is the most active factor in these 
fluctuations. If it is assumed that invest- 
ment decisions are made on the basis of 
expected profits, past profits become 
important to the extent to which they 
are extrapolated into the future. Since 
conventional accounting techniques are 
concerned with matching current sales 
revenue with historic costs there is a 
tendency to overstate profits on the up- 
swing of the cycle and to understate 
them on the downswing, thus accentuat- 
ing these movements. However, the 
author introduces two major qualifica- 
tions to this theory: firstly, are invest- 
ment decisions (particularly in large 
corporations) in fact based on profit 
maximization; secondly, how much 
emphasis is placed on ex-post profits as 
a guide to future profits? He concludes 
by saying that the effects of accounting 
techniques have, in fact, been over rated. 


Public Accounting 


A review of American law on 
“Responsibility to Third Parties” in 
relation to accountants is made by 
Carman G. Blough in The Journal of 
Accountancy, May. This responsibility 
is considered in terms of the auditor’s 
independence, the significance of the 
wording of his opinion on financial state- 
ments and his legal position. 


Profit Planning 


“Profit is the first element of cost” is 
the unconventional opening statement of 
an article by Leon E. Hay, on “Planaing 
For Profits — How Some Executives Are 
Doing It”, Accounting Review, April. 
The author describes methods used by 
progressive company executives to direct 
the resources under their control into the 
activities likely to provide the greatest 
returns. He also discusses plans for 
co-ordinating specific short-term objec- 
tives with long-range requirements and 
procedures for evaluating alternative 
proposed courses of action. 





Internal Auditing 

The development of internal auditing 
during the last twenty or thirty years, its 
relationship with accounting and external 
auditing, and its further aims and ob- 
jects are the subject of Professor Ken- 
neth F. Byrd’s article “Looking Ahead 
with the Internal Auditor” in The Can- 
adian Chartered Accountant, April 1960. 
He concludes by submitting that the 
training of an internal auditor should give 
priority to intensive and extensive studies 
of theory and principles throughout the 
whole field of commerce, alongside broad 
studies in the humanities. “It is first the 
judgment that has to be formed Special- 
ization may then follow in on-the-job 
training”. 


Valuation 

The Cost Accountant, April, publishes 
under the title, “Accounting Methods in 
Relation to Profit”, an account of the 
Court of Appeal’s decision in Duple 
Motor Bodies v. Inland Revenue Com- 
missioners to the effect that in ascertain- 
ing their company’s profit for tax pur- 
poses, the value of work in progress 
should be calculated on the basis of cost 
of materials and labour only. 


Price Level Changes 

Under the title, “Financial State- 
ments and Inflation”, Thomas G. Higgins 
in the New York C.P.A. Journal, March 
1960, discusses some of the issues in- 
volved in the problem of changes in 
price-levels. While breaking no new 
ground, he sums up some of the recent 
and contemporary thought on the sub- 
ject and refers to several case studies 
which have been carried out in this field. 
He puts the case for supplementary 
financial statements, adjusted for price 
changes, and expresses the need for ad- 
ditional research on the problems in- 
volved. 


Inventory Control 

R. G. H. Nelson, writing on “Produc- 
tive Materials Control”, The Accountant, 
26 March, discusses the accountant’s 
role in the control of the purchasing 
function, the control of stocks and the 
annual stocktaking. 


496 


Non-Profit Institutions 


In the New York C.P.A. Journal 
February 1960, Lloyd Morey discusses 
the basic concepts of “College and Uni- 
versity Accounting”. He points out that 
accounting for funds is basic to such 
educational institutions, as it is to many 
other non-profit bodies; however, it js 
possible to separate income and ex- 
penditure according to specific functions. 
He recommends a modified accrual basis 
of accounting, including some attempt at 
measuring depreciation of assets. He 
stresses the point that the most important 
control aspect should be on the basis 
of continual budgetary control. 


Procurement 


K. F. Schuba, “Make-or-Buy Decisions 
— Cost and Non-Cost Considerations”, 
N.A.A. Bulletin, March, identifies many 
factors which must be considered in such 
decisions. 


Profit Planning 


In the N.A.A. Bulletin, March, J. D. 
Wilson, “Practical Applications of Cost- 
Volume-Profit Analysis”, gives examples 
which illustrate many ways in which the 
separation of fixed and variable costs 
will enable prompt preparation of reli- 
able figures to show the effect on profit 
of changes in volume and cost levels. 


Transport Costs 

“Controlling Truck Costs” is_ the 
subject of an article by Oscar Horvitz in 
The Journal of Accountancy, March, in 
which the author outlines standards for 
operating efficiency and discusses the 
forms in which cost data should be 
organised in controlling the costs of truck 
operation. 


Professional Ethics 

“Ethics for the Accountant in Prac- 
tice” is the subject of an article by Sit 
Thomas Robson in The Accountant, 23 
April, in which the author gives a brie 
survey of the ethical code to which 
practising accountants should adhere and 
emphasizes the need for a positive ap 
proach to problems of professional con- 
duct. 
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7 just didn’t 
believe it 


. until | compared results and found the FOCOOP Photocopier makes legally acceptable 
DRY, mailable QUALITY photo-copies in seconds. 

Everything — not just some things — but everything, even faint rubber stamp 
impressions are copied permanently in deep black on fine quality white AGFA COPYRAPID 
PAPER at far less cost! And the machine will make Offset Printing plates too, permitting 
really big savings on our printing bill! 

Having compared, | chose QUALITY! The FOCOOP Photocopier. 


Instant copies — No aggravating warm-up 
time. 

Complete safety -- No heat damage to 
costly originals. 

Absolute reliability — No expensive main- 
tenance or spare parts. 


for a free demonstration, copying YOUR documents under 
YOUR conditions — phone: 


N SYDNEY 61-9516, IN MELBOURNE 32-4325, 
N CANBERRA 4-4110, IN BRISBANE 5-2218, 
IN ADELAIDE 51-5611, IN PERTH 21-3563 


VIZ-ED EQUIPMENT: 


149 CASTLEREAGH STREET, SYDNEY. 61-9516 
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“CONQUEST” 
ACCOUNT BOOKS 


We have one of the largest ranges of Account Books and ruling 
in the Commonwealth 


“CONQUEST” SERIES 5 

Strongly bound with leather back and corners, 
green cloth sides. Size 13 x 8 inches. Superior 
quality azure ledger paper. In 3, 4, 6 and 10 quire 
sizes. 

The following rulings are stocked. 

Faint only, Indexed through, Minute, Single and 
Double Day, Journal, 2, 3, 4, 5 & 6 Column Cash, 
13 & 17 Cash Analysis, Single, Double, Scotch and 
Treble Ledger. 

“CONQUEST” SERIES 3 

An extremely popular series—Size 13 x 8 inches— 
good quality azure paper, well bound with leather- 
cloth back, 190 pages. 

Available in Faint only, Narrow faint, Indexed 
through, Minute, Day Book, Single and Double 
Ledger (indexed), 2, 3, 4, 5, 6, 7 Money Column 
Cash, from 8 to 18 Money Column Analysis, 12 and 
31 Column Stock, Petty Cash, 12 Column dissected 
Cash, Club book and 4/8 Cash book. 


“CONQUEST” SERIES 33 


Strongly bound, full cloth sides, leather cloth back, 
in 2 quire, size 11 x 13 inches. In Faint, 7, 9 & 11 


LOOSE LEAF LEDGERS Column Cash books, 14, 17, 22, 27 and 32 Cash 
Analysis, 4-17, 5-9, 6-12 Petty Cash— with wide 


Four Post Binders 1 and 2 pound columns. 
inch capacity, bound with Brown 
Canvas, for sheets sizes from 
5 x 8 inches to 12% x 9 inches. 


End Locking Post Binders with 
provision for extension. Bound 
with Brown Canvas or “Vynex” 
size from 7Y2 x 10% inches to 
11 x 12% inches. 
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Thong Binders with key 
winding mechanism or ratchet 
lever, sheets 9% x 11% inches. 
Bound in coloured “Fabrex”. 


Sheets 
Sheets for the above Binders 
are available in many rulings. 
Special ones can be made to 
order. 





SHOULD YOU BE UNABLE TO CALL, WRITE FOR DETAILS 


NORMAN BROS. PTY. LTD. 


60-62 ELIZABETH STREET, MELBOURNE, C.1—Telephone: 63 6221 (15 lines) 
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Report of the 
Decimal Currency Committee 


The Treasurer (The Rt. Hon. Mr. Harold Holt) tabled the 
Report of the Decimal Currency Committee in the House of 


Representatives on 24 August. 


The conclusions and recommenda- 


tions of the Committee are summarized below:— 


1. After examining the advantages 
and disadvantages of a decimal currency, 
and the evidence pointing to significant 
savings which would result, the Decimal 
Currency Committee is convinced that 
its adoption in Australia is desirable. 


2. It is impossible to assess_ the 
savings in money terms but the Com- 
mittee has no doubt that the savings in 
time and effort would outweigh the cost 
and inconvenience of the change. 


3. Because of the uncertainty en- 
gendered in commerce and industry by 
the Committee’s appointment and 
inquiry, and its consequent effect on the 
sale of office and other machines which 
would be affected by decimalisation, the 
Commonwealth is urged to announce its 
decision at the earliest practicable date. 


4. The Committee recommends the 
introduction of the 10s.-cent system as 
the most appropriate for Australia. 





The Committee, which was ap- 
pointed in February, 1959, consisted 
of Mr. W. Scott, C.M.G. (Chair- 
man), Sir Kenneth Coles, Alderman 
Dorothy Edwards, O.B.E., Messrs. 
A. W. Henderson, D. H. Merry, 
Sidney Powell, C.M.G., and F. S. 
Vine, C.M.G. Dr. N. W. Davey of 
the Treasury acted as secretary of 
the Committee. 


The Committee met on twenty-three 
occasions at various centres and heard 
evidence from a number of experts, 
besides examining many written sub- 
missions, both from interested persons 
and from organisations which had 
considered aspects of a possible change 
to a decimal currency system or were 
concerned in the possible effects of such 
a change. 


The material submitted to the Decimal 
Currency Committee included a carefully 
teasoned statement* by the Australian 


*This statement appeared in the March, 1960 
issue of The Australian Accountant. 





a 


Society of Accountants and The Aus- 
tralasian Institute of Cost Accountants. 


This was drawn up by a committee 
of these organisations which presented 
with its report a number of schedules 
of comparative costs of carrying out 
certain accounting operations using 
decimals and £ s. d. Details of these 
tests are reproduced in the Committee’s 
submission to the Government. 


The Society and the Institute decided 
to establish a committee to consider the 
questions involved in a change-over to 
decimal currency in Australia because 
of the widespread effects of such a 
change not only on the community as a 
whole but also in a significant manner on 
the work of the accountancy profession. 
It is pleasing to learn from the Report 
that the findings of the joint Society and 
Institute committee were of some assist- 
ance to the official Committee in its 
deliberations. 
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5. This system has many advantages 
over the only others considered practic- 
able —the £-cent-fraction and 8s. 4d.- 
cent systems. 


6. The evidence received on the un- 
popularity of the halfpenny, and the 
undesirability of fractional coins in a 
decimal system where these can be 
avoided, leads the Committee to recom- 
mend that no half-cent be provided. 


7. The Committee recommends the 
provision of the following subsidiary 
coins under a 10s.-cent decimal system: 


Decimal Coins Present Values 
20 cents 2s. 
10 cents Is. 
5 cents 6d. 


1 cent 1.2d. 


Consideration should be given to the 
minting of 50-cent (= 5s.) and 2-cent 
(= 2.4d.) coins, if and when a new 
range of decimal coins, of smaller size 
than existing coins, is minted. 


8. An official conversion table should 
be included in the decimalisation legis- 
lation, and copies of it distributed for 
the information of the public, showing 
the values of £ s. d. amounts from one 
halfpenny to one shilling in the new 
currency, and of one half-cent to ten 
cents in the old currency. 


9. A period of approximately two 
years is regarded as necessary for the 
further investigation of many aspects of 
decimalisation which will be required, 
and to enable all sections of the com- 
munity to make preparations for the 
change-over. 


10. The recommended official date of 
introduction of the new system is the 
second Monday in February, 1963. 


11. The existing currency should 
remain the only official system prior to 
the change-over date, but during the 
transition period which follows that date 
the concurrent use of both old and new 
currencies should be permitted. 
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12. The transition period referred to 
is necessary to enable the conversion of 
£ s. d. monetary machines, and will be 
of approximately two years’ duration. 


13. Because of the nature and extent 
of banks’ operations, and their strategic 
role in a reform of this nature, it is 
proposed that banks should commence 
to operate in decimal currency as from 
the change-over date. 


14. It is recommended that banks 
should be closed to the public on the 
Thursday, Friday and Saturday preceding 
the change-over date, to enable them to 
make the necessary internal adjustments, 
and have their machines converted. 


15. All undertakings which trade with 
the public should prominently display 
copies of the official conversion table. 


16. The machine conversion pro- 
gramme should be officially sponsored 
and directed, if extraordinary disruption 
and inconvenience to government and 
business is to be avoided and _ the 
transition period kept within acceptable 
limits. 

17. An authority should be established 
by the Commonwealth Government to 
take charge of the machine conversion 
programme, and co-ordinate this with 
the many other official arrangements 
which will need to be made. 


18. Machine conversion should be 
carried out on the basis of definite age 
limits, to be determined by the super- 
visory body, beyond which machines will 
not be included in the official conversion 
programme. Owners of such “over- 
age” machines will be free to have their 
machines converted or replaced, at their 
own choice, but will have to make their 
own arrangements for conversion. 


19. Full conversion should, where 
practicable, be applied to machines 
included in the official conversion pro- 
gramme. 

20. Relief machines will need to be 
provided to machine users while their 
own £ s. d. machines are being converted, 
and it is suggested that this should be 
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arranged by each of the machine com- 
panies concerned with the actual con- 
version work. 


21. Priority in machine conversion 
should be accorded to bank machines, 
but there is no need for any other 
priorities in this regard. 


22. Special procedures should be 
adopted for the conversion of banks’ 
machines, to enable them to make the 
change to decimal operation over a four- 
day period. 


23. The major burden of work 
connected with decimalisation will fall 
on the office machine and other com- 
panies which will have to carry out the 
conversion of machines. It is proposed 
that the supervisory body will work 
closely with these companies, settle the 
conversion charges made by them, as 
well as the age limits to be used in 
connexion with the official conversion 
programme, and supervise the operation 
generally. 


24. Restrictions should be placed 
upon the importation of £ s. d. machines, 
to avoid adding unnecessarily to the cost 
and time of the conversion programme, 
fom the date of the announcement of 
intention to decimalise. 


25. Consideration should be given by 
the Government to the placing of some 
imitation upon the importation of new 
decimal makes and models of machines, 
0 afford reasonable protection to com- 
panies carrying out conversion work. 


26. The Committee provides estimates 
of the cost of the change-over insofar 
& monetary machines (excluding coin- 
operated machines) are concerned. 


27. The estimates are given on the 
basis of assumptions and conditions set 
out in the Report, and upon two different 
typotheses: the first being (a) that all 
machines within the “economic lives” 
adopted would be converted, and the 
‘cond (b) that machines within the 
ligher limits of the lives adopted would 
replaced and the remainder converted. 
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28. The Committee also provides 
estimates of the additional costs involved 
in converting banks’ machines over the 
four-day bank closure period, under each 
of the hypothetical conversion conditions 
assumed. 


29. The estimates for each of the 
hypotheses used, including the additional 
bank machine costs, are: 


£29,672,000 
2,052,000 


(a) Conversion cost 
Bank conversion cost 


Total cost 31,724,000 
£26,755,000 
2,147,000 
1,804,000 


(b) Conversion cost 
Replacement cost 
Bank conversion cost 


Total cost 30,706,000 


30. The Committee points out that 
the age limits adopted were not referred 
to all parties concerned, and suggests 
some instances where revision may be 
required. 


31. The Committee draws the Govern- 
ment’s attention to the increased con- 
version costs which would result from 
postponement of the decision to 
decimalise. 


32. The Committee points out that it 
has made no recommendation on reim- 
bursement for costs incurred in the 
change-over, for the reason that the 
subject was not included in its term of 
reference. Many organisations were, 
however, obviously disturbed over this 
aspect of decimalisation. The Com- 
mittee thinks that the Government should 
be informed of this, and of the fact that 
costs will fall heavily and inequitably 
upon highly mechanised concerns, many 
of which would be hard pressed to meet 
the necessary expenditure. 


33. It is suggested that, because the 
South African conversion will precede 
adoption of a decimal currency in Aus- 
tralia, the Commonwealth Government 
should, if it decides to make the change- 
over here, make every effort to benefit 
from the South African experience. 
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REGISTER OF 
MEMBERS 





Listing the names of members of the Aus- 
tralian Society of Accountants and of The 
Australasian Institute of Cost Accountants who 
have been advanced recently in status with 
the names of new members and those whose 
names for various reasons have been removed 
from the registers. 





Australian Society of Accountants 


VICTORIA 
Wigglesworth, T. 


Associates: Allison, J. R.; Arundell, P.P.; 
Bull, F. L.; Fitzgerald, E. J.; Hastings, F.; 
Kuipers, A. H.; Lowenstein, T.; Pickett, L. F.; 
Thwaites, B. H.; Urie, J. F.; Weaver, D. G.; 
Westriem, F. A.; Wrigley, B. J. 


Fellow: Fitzpatrick, F. L. 


Advanced to Associate: Rickleman, R. S.; 
Stanley, P. J.; Thomas, D. A. 


Advanced to Fellow: Cameron, 
Goulden, C. A. T.; Martin, W. 


Removed’ from Register: Deceased:— 
Frewin, A. F.; Lucas, F. H.; O’Rourke, L. N.; 
Bunn, W. G.; Foster, D. H.; Royce, A. L.; 
Teele, E. G. C.; Woodward, J. J. Resigned:— 
Crellin, W. J. 


Provisional Associate: 


m <a 


NEW SOUTH WALES 


Provisional Associates: Findlay, B. J.; 
Gavin, G. B.; Lupish, J.; Marshall, A. F.; 
Sebel, R. B.; Strachan, R. N.; Weeden, B. C. 


Associates. Clinch, G. E.; Dyer, R. F.; 
Ewing, C. J.; Forner, A.; Fowler, P. G-.; 
Hill, M. R.; Konstas, J. D.; Lambert, R. H. 
Y.; Langford, H. P.; Lau, B. K.; Milton, 
A. V.; Moore, J. A.; McCord, K. S.; 
McElroy, D. E.; McGrath, M. G. (Miss); 
Rawlings, D. A.; Robinson, R. E.; Shore, E.; 
Truda, P. A. J.; Woolford, J. P. 


Advanced to Associate: Adams, J. S.; 
Forrester, K. D.; Young, M. F. 


Advanced to_ Fellow: 
Wolstenholme, S. J. 


Airey, C. R.; 


Removed from Register: Deceased:— 
Burton, J. H.; Duesbury, F. W. Resigned:— 
Cleary, D. J.; Short, P. J. 
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QUEENSLAND 

Provisional Associate: Ranson, A. E, 

Advanced to Associate: Harper, G;; 
Newman, P. E. 

Advanced to Fellow: Rydon, L. J. 

Removed from _ Register: Deceased:— 
Mines, C. J.; Peak, J. W.; Ryder, H. L. 

WESTERN AUSTRALIA 

Provisional Associates: Greene, J. A; 
Williams, D. N 

Associates: Flynn, F. A.; Fry, W. J.; Gale, 
R. C.; Purdy, M. F.; Singe, K. R. 

Advanced to Associate: Wheatley, V. C. 


Advanced to Fellow: Jones, A.; Pead, W. 
A.; Russell, W. J.; Turner, R. H. 


Removed from Register: 
Scoble, J.; Spence, S. C. 
Redfern, E. M. (Miss). 


SOUTH AUSTRALIA 
Provisional Associate: Manser, B. J. 
Associates: Parham, L. R.; Sampson, H. E,; 

Tassie, J. 
Advanced to Associate: Basto, A. A. 
Removed from Register: Deceased:— 
Howe, J. J. H.; Willis, C. W. L. Resigned:— 
Bolitho, W. K.; Richards, C. H. 


TASMANIA 
Provisional Associate: Yeo, G. W 
Associates: Byrne, B. E.; Caldwell, C. E, 
Coniston, F. K.; Harwood, H. L.; O'Shea, F. 
T.; Pearce, J. A.; Self, F.; Slevin, J. E.; Smith, 
Removed from’ Register: Deceased:— 
Chancellor, R. E. 


Deceased:— 
Resigned:— 





The Australasian Institute of 
Cost Accountants 
QUEENSLAND 
Provisional Associate: Robertson, H. D. C 
Associate: Mills, G. S. 


VICTORIA 


Associates. Edwards, R. A.; Jones, A. 
McNicol, R. H.; Stuart, G. S. 


Advanced to Associate: Dickens, C. K. 


NEW SOUTH WALES 
Associates: Grant, J. W.; Tollis, B. H 


SOUTH AUSTRALIA 
Provisional Associate: Siegele, T. M.- 
Associate: Michael, L. 
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NEWS AND NOTES 


Australian Society of 
Accountants 
NEW SOUTH WALES 


Members’ Luncheon 

At the Division’s luncheon held at the 
Trocadero on 17 August, an audience of 250 
members and friends was present to hear an 
address by Mr. R. F. Holder, B.A. (Hons), 
Dip.Com., Economist, Bank of New South 
Wales, on “The Economic Outlook”. Mr. 
Holder spoke on this subject in relation to 
the Budget for 1960/61, which had been pre- 
gnted by the Federal Treasurer the previous 
sight. The full text of Mr. Holder’s address 
appears at p. 438 of this issue. Mr. H. R. 
ving (State president) as chairman of the 
function introduced Mr. Holder and the vote 
of thanks to him was moved by Mr. G. H 
Peterson (vice-president). 


NEWCASTLE BRANCH 

A meeting of Newcastle Branch members 
was held at Blackhall House on 18 August. 
The guest speaker, Associate Professor W. J. 
Sewart, B.A., B.Com., A.A.S.A., Associate 
Professor of Accounting, University of New 
South Wales, presented a paper entitled “The 
Problems of Valuation in Annual Financial 
Statements and the Relationship of the 
Auditor’s Report”. The meeting was attended 
by 35 members and the vote of thanks to the 
geaker was proposed by Mr. A. L. Fraser, 
AAS.A. A vote of thanks was also extended 
ty the Branch chairman, Mr. N. R. F. 
Macmillan, F.A.S.A., to the State Registrar, 
Mr. B. L. Horsley, A.A.S.A., who presented 
wrtificates to three new members of the Cost 
Institute at this meeting. 
Personal 
Congratulations are extended to Professor 
E Bryan Smyth, Head of the School of 
Accountancy in the University of New South 
Wales, who has been appointed Dean of the 
Faculty of Commerce in the University. 
Mr. J. S. Powell, A.A.S.A., has acquired the 
practice formerly conducted by Messrs. G. A. 
fiery & Co., at Cathcart House, IIc 
Castlereagh Street, Sydney. The Pa will 
te conducted under the name of J. S. Powell 
& Co. at the same address. 
Messrs. Greenwood, Challoner & Co., 
public accountants have admitted Messrs. A. 
8. Bagnall and B. R. Norris as associate 
partners. 
Mr. W. H. Davies, A.A.S.A., has been 
‘pointed accountant with the Ricegrowers’ 
Co-operative Mills Ltd., Leeton. 
Mr. G. E. Sargent, A.A\S.A., has been 
‘pointed manager of Strata Development 

ration Ltd., Wollongong. 
Mr. J. M. Paul, A.A.S.A., A.C.A.A., has 
deen appointed chief accountant, British Motor 

ration (Aust.) Pty. Ltd. 
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QUEENSLAND 


Brisbane Study Groups 

At the last meeting of the Punched Card 
Accounting Group on 26 July, the chairman, 
Mr. H. Baskerville, gave a detailed description 
of the punched card procedure employed by 
the Southern Electric Authority on payroll 
activities. The description covered the produc- 
tion of the pay roll, the costing of wages, em- 
ployees’ earnings records and other associated 
work and it was supported by a comprehensive 
duplicated outline of the procedure with flow 
charts. Printed outlines of these were distri- 
buted to the 50 members present. 

At the August meeting of the Practising 
Accountants’ Group, Mr. T. Killen, A.A.S.A. 
led discussion on the Queensland State Land 
Tax with particular reference to the Amend- 
ment Act of 19 November, 1959. The question 
whether sections of the Income Tax Assess- 
ment Act referring to specific deductions (other 
than capital expenditure) are exhaustive tests 
and override Section 51 or whether they are 
complementary to Section 51 was discussed 
with Mr. R. Spence, A.A.S.A., as leader. Each 
month about 20 members attend the informal 
proceedings of this group and other members 
of the Society who are practising accountants 
are invited to register for these meetings. The 
chairman, Mr. K. M. Shaw, suggests that more 
members could benefit from attendance at these 
group meetings. 

Educational Activity 

“General Observations on Pricing Policies” 
was discussed by Mr. G. M. E. Offner, B.Com., 
A.A.S.A., F.C.A.A., at the July lecture for 
members. The speaker examined some of the 
main aspects of price fixing and price decision 
under various categories including: Executive 
participation in the preparation of data required 
for the formulation of policies including depart- 
mental and specialist influences; factors which 
influence prices and price decisions over which 
some control can be maintained by individual 
businesses; factors which influence prices and 
price decisions over which an individual busi- 
ness can exercise little if any direct control; and 
the importance of ultimate investment return. 
A panel discussion followed the address, the 
ox comprising, Messrs. R. A. McInnes, J 

. Catton and N. F. Morris. 


COUNTRY GROUPS 

Lower Burdekin Study Group 

At the July meeting, Mr. F. C. Burges, a 
solicitor with Messrs. Groves and Clark, spoke 
to group members on “Bankruptcy”. At the 
June meeting, Mr. D. S. Cormack, A.A.S.A., 
was elected chairman in place of Mr. H. Wade, 
A.A.S.A., who has transferred from _ the 
district. 
Maryborough Group 

The State vice-president (Mr. J. G. Orr) and 
Mr. K. M. Shaw of Brisbane joined 23 members 
of the Society for dinner at the Royal Hotel, 
Maryborough on 8 July. Mr. Orr explained 
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that one of the objectives of the gathering was 
to consider the formation of a Maryborough 
group of the Society and, after brief discussion, 
a motion that a group be formed was carried 
without dissent. The Group Committee com- 
prises: chairman: Mr. W. Flockton; hon. 
secretary: Mr. J. B. Blackley; committee: 
Messrs. G. W. Reaney, R. W. Lupton, R. R. 
Dunn and R. L. Hall. Following the com- 
pletion of this business, a general taxation 
discussion was held under the leadership of 
Mr. Shaw. 


Personal 

Mr. Colin Rains, A.A.S.A., has commenced 
practice as a public accountant at 4 Denham 
Street, Townsville. 


VICTORIA 


Monthly Luncheon 

Mr. R. S. Clayton, partner in the share- 
broking firm of Messrs. J. B. Were & Sons, 
spoke to 150 members at the August luncheon 
held at the Victoria Limited on 9 August. 
His subject was “Trends in Capital Raising”. 
He spoke on the trends which had developed 
over the years from pre-war insistence on 
fund-raising by means of equity capital to the 
present day fashion of debentures and notes. 
The preference today towards fund-raising on 
fixed interest obligations, Mr. Clayton said, had 
been greatly influenced by the higher taxation 
rates on companies prevailing during the post- 
war years. On the subject of ordinary shares, 
Mr. Clayton said that the future trends would 
be to make further issues of shares at a 
premium rather than issuing at par, as is at 
present the general practice. 


Public Lecture 

Mr. K. Wraith, deputy finance manager, 
Australian Paper Manufacturers Ltd. on 10 
August addressed a capacity audience at the 
Bankers’ Institute auditorium on the subject, 
“Techniques Used to Develop Long and Short 
Term Cash Forecasts”. Mr. Wraith outlined 
cash forecasting techniques used in his com- 
pany and spoke on the use of sales and pro- 
duction forecasts, capital estimates, manage- 
ment reports and the part played by punched 
card equipment. This address was _ well- 
received and the speaker answered a number 
of pertinent questions. 


Personal 

Mr. R. G. Hobbs, A.A.S.A., A.C.A.A., has 
been appointed assistant general manager 
(commercial) and Mr. C. J. Mackie, A.A.S.A., 
chief accountant, of Sigma Co. Ltd. 


Practising Accountants’ Group 

Our attention has been drawn to the fact 
that the name of Mr. P. Brier was omitted 
from the list of committeemen of the above 
group which appeared in the July issue. Since 
the committee was elected an additional mem- 
ber has been appointed in the person of Mr. 
R. J. Spain. 
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SOUTH AUSTRALIA 


July Lecture 

As an innovation, an_ invitation was 
extended to the wives of members to attend 
the July lecture held at Playford Building 
the South Australian Institute of Technology. 
The speaker was Mr. A. E. Whitford, B.A. 
A.U.A., on the topic “What a_ Psychologist 
Does, and the Application of Psychology to 
Business and Education”. The _ interesting 
address stimulated much discussion in which 
both members and their wives participated. 
Following the lecture, those present were 
entertained at supper in the new cafeteria at 
the Institute of Technology. 


July Luncheon 

The guest speaker at the July luncheon was 
Major Harry Hunter, superintendent of the 
Salvation Army Men’s Home, Whitmore 
Square, who spoke on “Some Aspects of 
Work Among Adelaide’s Unfortunates”. Major 
Hunter outlined in an absorbing manner some 
of the problems confronting the Salvation 
Army at the Hostel and how these problems 
are handled. 
Annual Lecture in the University of Adelaide 

The Society’s annual lecture in the Univer- 
sity of Adelaide was delivered by Professor 
R. L. Mathews, Professor of Commerce in 
the University, at the Mawson Lecture Theatre 
on 3 August. Professor Mathews, who returned 
early this year from twelve months’ study 
leave in England and America, outlined to the 
audience certain proposals for “University 
Education in Business”. Professor P. H. 
Karmel, Dean of the Faculty of Economics, 
chaired the meeting, and the State president, 
Mr. L. H. Duncan, proposed a vote of thanks 
to the speaker. Later, members of the South 
Australian Divisional Council entertained the 
speaker and representatives of kindred associa- 
tions in the Refectory at the University. 


October Lecture 

The October activity will take the form of 
a visit to Parliament House. Details of the 
visit will be made available to members at 4 
later date. 


WESTERN AUSTRALIA 


Monthly Luncheon 

The speaker at the August luncheon was 
Mr. Peter Turvey, record librarian at the 
Australian Broadcasting Commission's Perth 
studio, his subject being “The Other Side ol 
the Record”. Mr. Turvey entertained members 
with some interesting anecdotes about world 
famous musicians and music generally. 


July Luncheon 
The speaker at the July monthly luncheon 


was Miss Molly Lukis, archivist at the W.A 
State Library and librarian of the Battye 
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Historical Library, who gave a most interesting 
and entertaining talk entitled “Our State’s 
Historical Records”. 


Personal 

Mr. B. R. Wilson, A.A.S.A., has been 
elected vice-president of the W.A. branch of 
the Non-tariff Insurance Association. 

Messrs. J. H. Carew-Reid, A.A.S.A. and 
H. M. Ellis, F.A.S.A., have formed a partner- 
ship to practise as public accountants under 
the name of Carew-Reid, Ellis and Associates, 
at 400 Newcastle Street, Perth. 

Mr. R. H. Stowe, F.A.S.A., has resigned as 
secretary of the Chartered Institute of Secre- 
taries, Western Australian Branch. 


TASMANIA 
Personal 
Our congratulations are extended to Mr. W. 
A. Hurle, A.A.S.A., who has been appointed 
Town Clerk of Hobart. 


— + — 


Australian Accountants’ 
Students’ Society 


NEW SOUTH WALES 


Election of Office-Bearers 

Following the annual meeting held on the 
evening of 16 June, the incoming committee 
elected office-bearers for 1960-61 as under: 
President: Mr. L. H. Talbot; vice-president: 
Mr. G. M. A. Sloan; hon. secretary: Mr. 
Colin Foster; hon. assistant-secretary, treasurer 
and publicity officer: Mr. G. Rush. 

Activities 

Two evening lectures were held in July. 
Mr. K. Hinchcliffe, LL.B. covered some of 
the important aspects of “Commercial Law”, 
dealing mainly with the law of contract and 
sale of goods. The speaker pointed out that 
the law of contract is the basis of most 
commercial law and suggested that the text on 
this subject be thoroughly understood and 
appreciated by all students. Question time at 
the end of the lecture brought forward for 
discussion several questions which had appeared 
in recent Society examination papers. 

Mr. G. Howitt, B.Com., A.A.S.A., A.C.A.A., 
covered material basic for the ‘subject of 
Accounting and Auditing, Stage 1, in a lecture 
entitled “Fundamentals of Accounting”. The 
lecturer distributed prepared notes which 
highlighted the main points discussed and he 
concluded by working through several 
examples wherein the final reports of account- 
ing, i.e., trading, profit and loss and _ the 
balance sheet were given their relative values. 
All metropolitan members are circularised 
each month regarding the activities for the 
ensuing period and the committee trusts that 
the value of these lectures to all students is 
not overlooked. Means of reporting to country 
members are being considered. 
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QUEENSLAND 


Examination Techniques 

A well-attended meeting of students was held 
on 19 July when Mr. J. N. Feros, B.A., LL.B., 
A.A.S.A., gave an address on “Examination 
Technique”. Because of his intimate connec- 
tion with the many problems confronting the 
examinee, Mr. Feros, as a part-time lecturer 
in Law in the accountancy course of the 
University of Queensland, was able to provide 
candidates with many helpful suggestions on 
how to obtain better examination results. 


Recent Activities 

During August, members of the Students’ 
Society attended two lectures in the Society’s 
boardroom. Mr. G. R. Thompson, A.A.S.A., 
of Messrs. Kennedy, Smail and Middlemiss, 
public accountants, discussed the topic, “Trusts 
and Trustees”, on 10 August, and on 15 
August Mr. G. L. Herring, B.Com., Dip. Ed., 
A.A.S.A., of Messrs. A. E. Speck and 
Associates took “Statement of Funds” as his 
subject. Both speakers possess a _ sound 
knowledge of their topics and their able 
sharing of this knowledge provided those who 
attended the lectures with much valuable 
information. 


VICTORIA 


Approaching Activities 
The following activities will be of interest 

to members: 

Wednesday, 5 October: Lecture by Mr. J. A. 
Cruikshank, B.Com., A.A.S.A., of Messrs. 
Fuller King & Co., subject: “Planning of 
Accounting Systems”. 

Wednesday, 12 October: 
W. Robertson, B.Com.,_ . 
Hemingway Robertson _ Institute, 
“Approach to Examinations”. 

Friday, 14 October: Lecture by Mr. W. F. 
Clemens, A.A.S.A., of Swinburne Technical 
College, subject: “Auditing and Business 
Investigations”. 


Lecture by Mr. R. 
A.AS.A., of 
subject: 


— o— 


Australasian Institute of 
Cost Accountants 


SOUTH AUSTRALIA 


Visit to General Motors-Holdens Ltd. 

On 25 July, 35 members and several students 
from the cost accountancy class at the S.A. 
Institute of Technology visited General Motors- 
Holdens Limited at Woodville. The party 
was conducted on an inspection of the plant 
and shown the various manufacturing and 
assembling processes. After the inspection, 
visitors were entertained at afternoon tea. The 
Divisional Council is most grateful to the 
management of General Motors-Holdens Ltd. 
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for giving members of the Institute the oppor- 
tunity of spending such an interesting and 
informative afternoon. 


Factory Visit 


An enjoyable afternoon was spent by 25 
members who visited the British and Australian 
Carpet Manufacturing Co. Pty. Ltd. at 
Tottenham. The advanced costing techniques 
used by the company were competently 
explained and the visit proved most instruc- 
tive. 


Annual Convention 

The annual convention is being held at Mt. 
Eliza as this issue goes to press. It is pleasing 
to report that the convention has been over- 
subscribed and arrangements have been made 
for a maximum attendance of 68 members. 


Future Activities 

A demonstration of punched card account- 
ing was held on 21 September at 6.30 p.m. at 
the head office of the Melbourne and Metro- 
politan Tramways Board. This activity proved 
of such great interest to members that it was 
necessary to arrange for a proportion of those 
who attended to be accommodated at an 
alternative installation. 

The Activities Committee feels that the 
response to the programme which it has 
prepared for the next six months was less 
satisfactory than was hoped. It is the wish 
of the committee to provide items of maximum 
interest, and members are asked to submit 
any recommendations which they consider 
could be included. Members were canvassed 
on the possibility of holding lunch-time 
meetings at suburban centres but lack of 
interest has caused this proposal to be 
dropped. 


Personal 

Two of our councillors, Messrs. F. A. 
Buttner and E. H. Niemann have recently 
returned from overseas. 


NEW SOUTH WALES 


Annual Convention 


Final details have now been completed for 
the week-end convention on “Direct Costing” 
to be held at The Ritz Hotel, Leura in the 
Blue Mountains on October 7, 8 and 9. The 
success of this function will be due to the 
great efforts made by the Convention Com- 
mittee assisted by the Activities Committee. 


Divisional Council 

The State president, Mr. K. L. Fleming, 
welcomed the newly appointed Divisional 
Councillor, Mr. T. R. Russell, at the August 
divisional council meeting. Mr. Russell, B.Ec., 
Dip.Com., F.A.S.A., A.C.A.A., is secretary of 
Email Ltd., having recently taken up this 
appointment in Sydney after many years in 
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Melbourne where he was treasurer of the 
Melbourne and Metropolitan Tramways Board 


Joint Lecture Series 
The annual joint lecture series arranged by 

the Australian Society of Accountants and The 

Australasian Institute of Cost Accountants was 

on the subject of “Return on Investment’. 

The popularity of this subject was demon- 

strated by the large attendance each week 

during August at the Stawell Hall in Sydney. 

Details of the series are as follows. 

Lecture 1—“The Company — How Return is 
Measured”, by Mr. G. W. Bottrill, A.A.S.A., 
A.C.A.A. 

Lecture 2—“The Company — How Rate of 
Return is used by Management”, by Mr. 
G. W. Bottrill. 

Lecture 3—‘“The Private and Public Investor” 
by Mr. Mason J. Neil, a member of Sydney 
Stock Exchange. 

Lecture 4—“The Investor and the Companies 
Act Amendments” by Mr. R. N. Purvis, 
A.A.S.A. (This appears in full in this issue 
at page 443.) 

Lecture 5—“The Economic Assessment of 
Return on National Investment” by Dr. H. 
F. Bell, Ph.D., M.Com., A.A.S.A. 


The Division’s thanks are extended to the 
lecturers for such practical and _ interesting 
discussions. 

Presentation of Certificates 

A large gathering of new members and their 
friends assembled in Paling’s Hall on 29 August 
to receive membership certificates from the 
State president, Mr. K. L. Fleming. The 
opportunity was also taken to introduce the 
Divisional Councillors to the new members 
after which refreshments were served. 


Christmas Function 

Members are advised that the highly popular 
Christmas party will again be held at the 
Trocadero early in December. Further details 
will appear in next month’s notes. 


Activities Committee 

Mr. Pat. Synott, A.A.S.A., A.C.A.A., secre- 
tary of Southern Aluminium Ltd. has been 
appointed to the Activities Committee. 


One-Day Seminar 

A committee, under the chairmanship of 
Mr. H. L. Sainsbury, has been formed to 
finalise details of this function. These will be 
announced later. 


Personal 

Two divisional councillors have been on 
overseas business trips. Mr. G. W. Bottrill, 
finance director of Philips Electrical Industries 
Pty. Ltd. has been on a trip to his parent 
company in Holland, via U.S.A. Mr. K. W. 
Peterson, managing director of Southem 
Aluminium has been on a brief visit to easter 
countries. 
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QUEENSLAND 


Cost Luncheon 


Mr. D. D. Pie, A.A.S.A., A.C.A.A., of Bruce 
Pie Industries Ltd. who is familiar with pro- 
blems associated with the application of 
standard costing, particularly in the textile and 
bedding manufacturing industries, discussed 
‘The Problems of Standard Costing in 
Industry” at the members’ luncheon in July. 
In his address, the speaker explained some of 
the difficulties experienced in ‘keeping to 
standard costs and the pitfalls of this form of 
costing from management’s view point. 


Divisional Councillors 

General Council recently gave approval for 
the Queensland Divisional Council to be 
increased from eight to nine members. Accord- 
ingly, Mr. J. Bordujenko, A.C.A.A., of the 
Regional Electricity Commission, Townsville 
was elected as the additional councillor. 


While the appointment of a councillor from 
outside the Brisbane area is an innovation, it 
is intended that Mr. Bordujenko represent the 
interests of country members in the State. He 
will attend at least one meeting of Council, 
during the year at the Institute’s expense. 


Office-Bearers 


The State president, Mr. N. F. Morris, 
submitted his resignation in July as a member 
of the Divisional Council, due to his business 
transfer to Sydney. Mr. Morris’ resignation 
was accepted with sincere regret and Council 
placed on record its appreciation of his 
services to the Institute as a councillor and 
latterly as State president. 

The election of office bearers for 1960-61 
resulted in the following appointments:— State 
president: Mr. D. S. Scott; State vice-president: 
Mr. R. S. Gynther; hon. treasurer: Miss J 
Mills. 





N.S.W. GOVERNMENT PUBLICATIONS 


The N.S.W. Government Printer has 
arranged to issue a monthly list of Govern- 
ment publications which are available to the 
public at a nominal cost. The following 
publications were recently issued. 


ANNUAL REPORTS 


Aborigines Welfare Board, 30 June, 1959, 12 
pages, ls., postage 5d. 

Annual Holidays Act, 1944-58, Certified 21 July, 
1959. 8d., postage 5d. 

Broken Hill Water Board, 1958, 16 pages. 1s. 6d, 
postage 5d. 

Council of the University of New England, 
1958, 8 pages. 9d., postage 5d. 

Department of Conservation, 30 June, 1958, 12 
pages. 1ls., postage 5d. 

Factories and Shops, 1958, 32 pages. 2s. 9d., 
postage 5d. 

Landiord and Tenant (Petition), 2 pages. 6d., 
postage 5d. 

Maritime Services Board, 30 June, 1959, 8 pages 
$d., postage 5d. 

Milk Board, 30 June, 1959, 16 pages. 
postage 5d. 

State Superannuation Board, 30 June, 1959, 16 
pages. Is. 6d., postage 5d. 

Sydney Harbour Transport Board, 30 June, 1959, 
4 pages. 6d., postage 5d. 

Forestry (Revocation of Dedication of State 
Forests), 2 pages. 6d., postage 5d. 

library Board, 30 June, 1959, 12 pages. 1s. 6d., 
Postage 5d. 

Parking Advisory Committee City of Sydney, 12 
pages. 1s., postage 5d. 
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GENERAL PUBLICATIONS 


Education Gazette, January, 1960, 80 pages 
3d., postage 65d. 

Factory Accident Book. 2s. 6d., postage 11d 
Industrial Arbitration Report, Vol. 57, Part 
7, 140 pages. 3s. 6d., postage 5d. 

N.S.W. Law Almanac for 1960. 8s., postage 1ld 


Mathematics for Survey Draftsmen, by J. Scott 
5s., postage 8d. 


REPRINT OF ACTS UNDER 
AMENDMENTS INCORPORATION ACT, 
1906 
Crown Employees Appeal Board Act, 1944-57, 
Certified 6 October, 1959. 1s., postage 5d. 
Local Government (Areas) Act, 1948-51, Certi- 
fied 6 October, 1959. 4s. 6d., postage 5d. 

Prisons Act, 1952-57, Certified 6 October, 1959 
ls. 4d., postage 5d. 

Public Health Amgntent Act, 1915, Certified 
7 December, 1959. 8d., postage 5d. 

Public Trusts Act, 1897-1944, Certified 20 Nov- 
ember, 1959. 8d., postage 5d. 

Registration of Deeds Act, 1897, Certified 25 
November, 1959. 8d., postage 5d. 

Supreme Court Procedure Act, 1900-57, Certified 
30 November, 1959. 4d., postage 5d. 


Technical Education and University of N.S.W. 
Act, 1949-58, Certified 13 November, 1959 
ls. 8d., postage 5d. 


Workers Compensation (Silicosis) Act, 1942- 
58, Certified 6 October, 1959. 1s. 4d., postage 
5d. 


Postal applications should be made to The 
Government Printer, Box 4050, G.P.O., 
Sydney. The N.S.W. Government Printer’s 
monthly publications list is available without 
charge to interested persons. 





PROFESSIONAL NOTICES 


TAXATION — J. A. L. Gunn & Partners 
seek applications from qualified accountants 
who have specialised in taxation since gradua- 
tion, have the ability to do opinion and 
consulting work, and who are keen to make 
this field their career. This position commands 
an excellent salary. Applications (which will 
be treated in strict confidence) giving full 
details of experience, qualifications, education 
and salary expected, should be addressed to 
“Taxation Consultant’, J. A. L. Gunn & 
Partners, 8 Bond Street, Sydney. 


POSITION WANTED — Qualified account- 
ant seeks position with stock and station agents 
or firm in public practice in Toowoomba, 
Gloucester or Dungog districts. Reply No. 
685, c/- Australian Society of Accountants, 
5 Bligh Street, Sydney. 


PRACTICE FOR SALE — Northern N.S.W. 
Gross fees 1960, £6,000, still expanding — 
excellent opportunity for young member to 
establish himself in the profession. Vendor 
prepared to finance house and practice on 
deposit of £4,000. Apply No. 686, c/- Aus- 
tralian Society of Accountants, 5 Bligh Street, 
Sydney. 


NEWCASTLE PRACTICE REQUIRED— 
Registered accountant is desirous of purchasing 
moderate-sized Newcastle practice. Satis- 
factory bank and personal references available. 
Replies in confidence to Box 45, P.O., Belmont, 
N.S.W. 


FOR SALE — Burroughs 21 Class account- 
ing machine, eight years old, in excellent 
condition. Forward dating facilities _parti- 
cularly suitable for textile business. Will train 
operator. Inspect at Prestige Limited, 257 
Donald Street, East Brunswick, Victoria. 
36 5373. Contact Mr. B. J. Foletta. 


UNIVERSITY OF MELBOURNE 

Applications are invited for a position of 
SENIOR LECTURER in ACCOUNTING. 

The salary range is £2,480 per annum to 
£2,950 per annum. Initial salary will be 
determined according to qualifications and 
experience. 

Applicants should possess a university degree 
with a major in accountancy, be members of 
a recognised professional association of ac- 
countants and preferably have had experience 
in university teaching of accountancy. 

Superannuation similar to F.S.S.U. in Great 
Britain will be provided. 

Conditions of appointment may be obtained 
from the Registrar, University of Melbourne, 
Parkville, N.2., Victoria, and applications 
should reach him by 30 September, 1960. 


F. H. JOHNSTON, Registrar. 


Rate per line 5/-; 
minimum per insertion 15§/- 


SYDNEY FIRM OF PUBLIC ACCOUNT. 
ANTS who have: 


(1) Established a branch office in Mel- 

bourne; 

(2) Lease of modern office premises in city, 

suitably fitted-out and furnished; 

(3) Existing clientele sufficient to cover 

operating expenses; 

(4) Prospects of obtaining additional clients 
seek applications from fully qualified experi- 
enced and ambitious accountants to become 
Melbourne Associate of the firm. 

Minimum remuneration: Salary £2,080 
per annum; Car allowance £312 per annum 
plus QUARTER SHARE IN YEARLY NET 
SURPLUS. 

Applicants should be in a position to intro- 
duce or obtain additional clients and be capable 
of managing and expanding the practice. 


Apply in writing to: 
CHARLES J. BERG & ASSOCIATES, 
62 Margaret Street, Sydney. 


FELLOW, registered P.A.R.B. and T.AB. 
seeks position with public accountant in either 
the Sydney metropolitan or eastern suburbs 
areas where prospects of partnership are avail- 
able. Some capital available. Replies to 
Advertiser, Box 55, P.O. Bondi Beach, N.S.W. 


PRACTICE WANTED — Established prac- 
tice or participating interest in practice, prefer- 
ably located in the Eastern States, wanted for 
private purchase. Please reply direct to Box 
90 Post Office, Ashfield, N.S.W. 


MELBOURNE ASSOCIATE, ex-tax 
assessor, urgently requires experience, spare 
time, with fellow practitioner, preparing tax 
returns and allied work. ‘Phone 27-3711. 


HOBART associate with taxation and 
auditing experience has spare time, evenings 
and week-ends, to assist practitioners. Reply 
No. 687, c/- Australian Society of Account- 
ants, 119 Macquarie Street, Hobart. 


PARTNERSHIP — Advertiser, 28 years, 
conducted own extensive practice for two 
years, which has recently been sold. Has 
had wide experience and wishes to contact 
sole practitioner with large expanding practice 
in solid financial area situated in New South 
Wales or Queensland country district with view 
to partnership admission after trial period. 
Reply No. 669, c/- Australian Society of 
Accountants, 5 Bligh Street, Sydney. 


FOR SALE — Remington 586 E accounting 
machine, stand, 4 x 11 C.L. registers and ! 
dummy, extra form bar. Machine is five 
months’ old and as new. Price £1,335 
(£500 under invoice). The Rice Marketing 
Board for the State of New South Wales, 
P.O. Box 151, Leeton, N.S.W. 
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UNIVERSITY OF QUEENSLAND 


Applications are invited for the position of 
LECTURER IN COMMERCIAL LAW 
within the Faculty of Commerce): Salary 
£1,830/£2,330 per annum. Applicants should 
hold a degree in Law. Some professional 
experience is desirable but not essential. 
Experience in the teaching of Law would be 
helpful. The appointee will be required to 
lecture in Mercantile, Company, Bankruptcy, 
and Trustee Laws. 

Further information may be obtained from 
the undersigned. The closing date for appli- 
cations has been extended to 7th October. 


C. J. CONNELL, Registrar. 


TO COMPANY DIRECTORS — Company 

gcretary residing in Melbourne seeks executive 
pst with manufacturing or commercial 
organization. Age 40, university graduate, 
chartered accountant with proven experience 
in financial and operational planning, secre- 
trial, etc. Please reply to No. 688, c/- Aus- 
tralian Society of Accountants, 37 Queen 
Street, Melbourne, C.1. 


ACCOUNTANT AND EXECUTIVE 
CADETSHIP 
s offered to a student of above average 
ability and highest intelligence by meat export 
company. 
Qualifications: 
having successfully 
examination. 
Training: Understudy to managing director, 
to be trained as assistant director. 
Duties: To control livestock purchase and 
ules of meat on the local and overseas 
markets, and to take charge of office and 
administration. 
Advancement: The position offers a_ real 
opportunity for an ambitious young man who 
desires activities in the practical field of the 
meat industry with the managing directorship 
a target. 
Salary: Extremely attractive, and com- 
mensurate with ability and experience 
Apply: 

INTERSTATE MEAT CO. PTY. LTD.., 

P.O. Box 3, Bondi Beach, N.S.W 


Studying accountancy and 
completed Intermediate 





Agents throughout Commonwealth and New 
Zealand. Also in London and New York. 


Cable & Telegraphic Address: 
“JEFFSTOCK”, MELB. 


Eric R. Jeffery & Son 


Members of the Stock Exchange of Melbourne 
STOCK EXCHANGE BUILDINGS 


422-426 Little Collins Street, Melbourne. C.' 


Telephones: 67-9171 











ee 
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ACCOUNTANTS — Male or female, 20 to 
25 years, qualified or near-qualified, required 
by well-established firm of consulting account- 
ants. Experience in accountant’s office neces- 
sary. Excellent prospects and _ conditions. 
Liberal salary by arrangement. H. Dudley 
Ingram & Co., 156 Swanston Street, Mel- 
bourne. Phone MF 3623-4-5. 


FOR SALE by tender or best offer, 36 
Column Powers Tabulator and all ancillary 
equipment, including punches, verifiers, sorter, 
etc. Also two inter-departmental loud speaker 
telephones. For details and inspection ‘phone 
Purchasing Officer, Glazebrooks Paints Aus- 
tralia Pty. Ltd., Melbourne — MJ 1531. 


ACCOUNTANT — Applications are invited 
from qualified accountants with thorough 
knowledge of public accounting practice, to 
fill a senior position in a well-established and 
rapidly expanding country practice. Prospects 
of partnership after a reasonable period. 
Applications should be addressed to R. J. 
Staines & Co., Nambour, Queensland. 


NEW ZEALAND SOCIETY OF 
ACCOUNTANTS 


RESEARCH AND EDUCATION OFFICER 


To enable the implementation of the second 
stage of its administrative reorganisation fol- 
lowing the occupation of its new premises, the 
New Zealand Society of Accountants invites 
applications from qualified persons for the 
position of research and education officer. 
The Society has at present a membership of 
approximately 7,000 and the new appointment 
will permit a further considerable expansion 
in its services. 

The successful applicant will be required 
to assume principal executive responsibility in 
association with the Society’s Council and its 
Board of Research and Publications, for the 
Society's projected research programme. He 
will also be required to assume responsibility 
for the Society’s educational services, involv- 
ing liaison with educational institutions and 
with students, the secretaryship of the Society's 
Education Committee and the carrying out of 
related duties in the field of education. 

A commencing salary of £1,750 per annum 
will be paid, and the successful applicant will 
be offered participation in a superannuation 
scheme subsidised by the Society. Removal 
expenses up to £50 will be paid to a success- 
ful applicant residing outside Wellington, or 
up to £100 in the case of an applicant from 
overseas. 

Applications, which should be accompanied 
by copies only of references will be treated in 
the strictest confidence, must be lodged no 
later than 20 October next, and should be 
addressed to: 

“Research and Education Officer,” 


C/o New Zealand Society of Accountants, 
P.O. Box 5039, Wellington. 





@ 13d. Per Copy—The Ricopy 505 copies onto a paper 
cooting only 1d. (octavo), 1§d. (qto.), 24d. ¢fscap). 7 Ww B A G L EY 
e@ 10 Seconds a Copy—Feed documents in fast—only e 
seconds per copy. Reproduce originals up to 19” width. 245 Pacific Highway, North Sydney — 


@ So Easy To Use—Anyone can operate the Ricopy. : 
Chere’s only one control. Work in bright office light. 2 Racecourse Road, North Melbourne — 


@ Colours—Offset Plates—CGopy in any of six colours. | 158 Barry Parade, Brisbane — 54 607 
4lso make top quality offset plates in minutes. Agents in All States 





“ VEHICLES 
Buy new vehicles, up-date your existing business ficet, with 
ASL Finance. Available under Hire Purchase, or Lease Plan. 
REAL ESTATE 
First and second mortgages available on vacant land, homes 
or all types of buildings to help you buy or extend. 


MACHINERY 
Hire Purchase or Lease Plan available on all kinds of office 
and industrial equipment, fixed or portable. 


. Ask for a Re i li and “he 
has the right es =A a “ake an FINANCE te R P 4, eslaaas 


Finance Plan ASSOCIATED SECURITIES LIMITED 


ln which the Royal Bank of festend and The Brith 
Wagon Company Limited have 40% ownership. 


for BRANCHES: 27 O'Connell St, Sydney. BI. 5281 
“ Regent St., W 2202 
6 Queen St, Co 51991 
408 Collins St, Melbourne. MU 4064 
148B Collins St., Hobart. 2-5335 
every need! SUBSIDIARIES: Associated Securities (S.A.) Limited 
- 68 Grenfell St., Adelaide. 8-7183 
Tasmanian Finance & Agency Co. Ltd. 
148B Collins St., Hobart. 2-5335 
and at Launceston, Burnie, Devonport. 
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